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[  10  CFR  Parts  210  and  212  ] 

DOMESTIC  CRUDE  OIL  PRICES 

Notice  of  Proposed  Rulemaking  and  Public 
Hearing 

I.  Introduction 

On  December  22.  1975,  the  Energy 
Policy  €uid  Conservation  Act  was  enacted 
into  law  (Pub.  L.  94-163,  hereinafter 
referred  to  as  the  “EPCA”).  Section  401 
of  the  EPCA  amends  the  Emergency 
Petroleum  Allocation  Act  of  1973 
(“EPAA”)  by  adding  a  new  section  8, 
which  sets  forth  a  crude  oil  pricing 
policy,  and  requires  the  President  to 
adopt  implementing  regulations  to  be 
made  effective  “(n)ot  later  than  the  first 
day  of  the  second  full  calendar  month 
following  the  date  of  enactment  of  (sec¬ 
tion  8).” 

Accordingly,  in  order  to  implement  the 
crude  oil  pricing  policy  of  section  401  of 
the  EPCA,  the  Federal  Energy  Adminis¬ 
tration  (“PEA”)  hereby  gives  notice  of 
a  proposal  to  revise  Parts  210  and  212  of 
Title  10  Code  of  Federal  Regulations 
with  respect  to  the  regulations  applicable 
to  prices  charged  in  all  first  sales  of 
domestic  crude  oil.  The  revisions  adopted 
pursuant  to  this  rulemaking  proceeding 
will  become  effective  not  later  than 
February  1,  1976. 

The  principal  issue  to  be  addressed  in 
this  proceeding  will  be  a  new  domestic 
crude  oil  pricing  mechanism  that  Is 
designed  to  result  in  the  maximum 
weighted  average  first  sale  price  during 
the  month  of  February  1976  of  $7.66  per 
barrel  which  is  stipulated  in  the  EPCA. 
Other  revisions  to  the  current  regula¬ 
tions  are  also  proposed  to  remove  disin¬ 
centives  to  Increased  production  that  are 
now  present.  Included  for  consideration 
in  this  category  are  proi>osals  to  revise 
the  definition  of  “property,”  and  to  con¬ 
sider  generally  the  effects  of  FEA  Ruling 
1975-15  upon  enhanced  recovery  proj¬ 
ects.  Fina^,  FEA  will  also  in  this  pro¬ 
ceeding  reconsider  whether  to  permit 
adjustments  to  gravity  price  differentials 
for  heavy  crude  oil  produced  in  Califor¬ 
nia,  Alaska  or  elsewhere.  An  opportunity 
for  written  comment  and  oral  testimony 
on  all  these  proposals,  including  those  to 
adopt  EPCA  implementing  regulations, 
is  being  afforded  to  Interested  parties.  In 
addition,  with  respect  to  all  of  the  pro¬ 
posals  contained  In  this  notice,  FEA 
solicits  comments  as  to  whether  certain 
findings  (required  by  the  EPCA,  and  dis¬ 
cussed  more  fully  below)  can  be  made. 

In  months  subsequent  to  February 
1976,  the  EPCA  permits  certain  adjust¬ 
ments  to  the  first  sale  price  of  domestic 
crude  oil  to  take  into  account  the  impact 
of  infiation  and  as  a  production  incen¬ 
tive.  Other  adjustments  are  also  allowed 
in  subsequent  periods  to  reflect  the 
amount  that  the  actual  weighted  average 
first  sale  prices  for  any  particular  prior 
period  is  above  or  below  the  maximum 
allowable  weighted  average  first  sale 
price  for  that  period.  At  the  conclusion 
of  this  rulemaking  proceeding,  which  h 


to  adopt  the  EPCA  Implementing  regula¬ 
tions  that  are  xequlied  to  be  made  effec¬ 
tive  not  later  than  February  1,  1976,  FEA 
will  initiate  a  second  rulemaking  pro¬ 
ceeding  to  propose  implementing  regula- 
ticms  with  respect  to  these  allowable 
adjustments  to  domestic  crude  oil  prices 
during  the  remaining  39  months  in  which 
price  controls  on  crude  oil  are  in  effect. 
Amendmoxts  adc^ted  pursuant  to  this 
second  rulemaking  will  be  made  effective 
not  later  than  March  1, 1976. 

n.  Background 

A.  Current  Regulations.  The  current 
Mandatory  Petroleum  Price  Regulations 
were  adopted  pursuant  to  the  EPAA. 
These  regulations  incorpKxrate  the  “two- 
tier”  price  system  originally  adopted  by 
the  Cost  of  Living  Council  (38  FR  22536, 
August  22,  1973)  and  impose  ceiling 
prices  on  the  first  sales  of  certain 
amounts  of  domestic  crude  oil  from  prop¬ 
erties  which  were  in  production  during 
1972  (“old  crude  oil”)  and  allow  crude 
oil  from  properties  which  began  produc¬ 
tion  after  1972  to  be  priced  at  market 
levels  without  respect  to  the  ceiling  price 
rule  (“new  crude  oil”).  (See  10  CFR 
212.74). 

Recognizing  a  need  to  stimulate  in¬ 
creased  domestic  production  from  old  oil 
properties  in  addition  to  encouraging 
production  from  *  properties  devel<«)ed 
after  1972,  the  “two-tier”  price  system 
also  allows  increased  production  (i.e., 
above  1927  levels)  from  each  producing 
property  to  be  sold  as  new  crude  oil  and 
an  equal  amount  of  current  production 
(“released  crude  oil”)  to  be  sold  without 
respect  to  the  ceiling  price  rule.  Accord¬ 
ingly,  if  current  production  from  a  prop¬ 
erty  exceeds  1972  base  production  con¬ 
trol  levels  (“BPCL”)  for  the  pro^rty — 
and  there  is  no  current  cumulative  de¬ 
ficiency — the  excess  production  qualifies 
under  current  regulations  as  new  crude 
oil.  (A  property’s  current  cumulative  de¬ 
ficiency  is  equal  to  the  total  cumulative 
number  of  barrels  of  crude  oil  by  which 
current  levels  of  producticm  and  sale 
have  been  less  than  the  BPCL,  for  all 
months  subsequent  to  the  first  month  in 
which  new  crude  oil  was  produced  and 
sold.  Thus,  once  a  producer  produces 
and  sells  new  crude  oil  from  a  property, 
the  cumulative  deficiency  provision  of 
the  regulations  acts  as  an  additicmal  In¬ 
centive  for  the  producer  to  maintain  cur¬ 
rent  productiim  levels  above  the  prop¬ 
erty’s  BPCffj.) 

Finally,  subsequent  to  the  adoption  of 
CLC  regulations,  a  “stripper  well”  lease 
exemption  was  required  by  section  4(e) 
(2)  of  the  EPAA,  in  order  to  ensure  that 
crude  oil  production  would  be  sustained 
from  marginal  properties  for  as  long  as 
market  economics  would  permit.  This  ex¬ 
ception  allows  oil  from  stripper  well 
leases  to  be  sold,  like  new  oil,  at  market 
levels. 

Thus,  under  the  two-tier  system  of 
price  controls,  the  lower  or  “ceiling 
price,”  tier  of  domestic  crude  oil  pro¬ 
duction  consists  generally  of  that  vol¬ 
ume  of  crude  oil  produced  and  sold  in  a 
particular  month  from  a  property  In  a 
particular  month  which  is  equal  to  or 


less  tha-n  thb  BPCL  (less  any  amounts  of 
“released  crude  oil”).  Crude  oil  subject 
to  the  ceiling  price  rule  is  referred  to  as 
“old  crude  oil.” 

The  upper,  or  “unregulated,"  tier  of 
domestic  crude  oil  production,  which  may 
be  sold  imder  current  regulations  with¬ 
out  respect  to  the  ceiling  price  rule,  con¬ 
sists  generally  of  three  classifications: 

(1)  “new  crude  oil,”  or  that  volume  of 
crude  oil  produced  and  sold  from  a  prop¬ 
erty  in  excess  of  the  BPCL  (after  adjust¬ 
ments  for  any  current  cumxdative  de¬ 
ficiency).  including  all  production  from 
pixq;>erties  from  which  there  was  no  pro¬ 
duction  and  sale  prior  to  1973;  (2)  “re¬ 
leased  crude  oil,”  or  the  amount  of  crude 
oil  that  would  be  subject  to  the  ceiling 
price  rule,  but  for  the  fact  that  for  every 
barrel  of  “new  crude  oil”  produced  and 
sold  from  a  property  (that  produced 
crude  oil  prior  to  1973) ,  a  corresponding 
barrel  of  what  would  otherwise  be  “old 
crude  oil”  production  is  “released”  from 
the  ceiling  price  rule;  and  (3)  "stripper 
well  lease  crude  oil,”  or  crude  oil  pro¬ 
duced  from  any  property  whose  average 
daily  production  of  crude  oil,  including 
condensates,  per  well  did  not  exceed  10 
barrels  per  day  during  any  preceding 
calendar  year  beginning  after-  December 
31. 1972. 

B.  The  Crude  Oil  Pricing  Policy  of 
Section  401  of  the  EPCA.  Section  401  of 
the  EPCA  establishes  a  crude  oil  pricing 
policy  under  which  the  President  is  re¬ 
quired  to — 

Establish  ceiling  prices  (or  the  manner  ot 
determining  celling  prices)  applicable  to 
any  first  sale  of  crude  oil  produced  In  the 
United  States,  such  that  the  resulting 
actual  weighted  average  first  sale  price  for 
all  such  crude  oil  during  (the  second  full 
calendar  month  following  the  date  of  en¬ 
actment  of  section  401)  .  .  .  shall  not  ex¬ 
ceed  a  maximum  of  $7.66  per  bcurrel. 

In  establishing  such  different  ceiling 
prices  and  classifications  of  crude  oil, 
section  8(b)  (1)  requires  the  President 
to  determine  that  they 

(A)  Are  administratively  feasible;  and 

(B)  Are  justified  on  the  basis  that  such 
prices  and  such  classifications  are  consistent 
with  obtaining  optimum  production  of 
crude  oil  In  the  United  States. 

With  regard  to  this  determination,  the 
Conference  Committee  emphasized  that 
it  was  Intended  that  the  term  “admin- 
istrativdly  feasible” 

Be  understood  to  mean  a  workable  pricing 
program  which  Is  both  enfOTceable  under 
section  S  and  compatible  with  achieving  the 
policy  objectives  set  f<M*th  In  section  4(b)  (1) 
of  the  Emergency  Petroleiun  Allocation  Act. 
(Con/.  Rep.  So.  516,  94th  Cong.,  1st  Sess. 
191  (1975)). 

Accordingly,  with  respect  to  the  proposed 
pricing  mechanism  outlined  in  this 
notice  (and  such  other  proposals  as 
interested  parties  may  offer) ,  comments 
are  requested  as  to  the  bases  on  which 
the  statutory  determination  of  8(b)  (1> 
with  respect  to  administrative  feasibility 
and  optimum  production  can  be  made. 

Subject  to  the  requirement  to  estab¬ 
lish  a  pricing  mechanism  for  all  first 
sales  of  domestic  crude  oil  that  will 
yield  a  ccunposite  first  sale  price  of  $7.66 
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per  barrel,  the  President  Is  given  dis¬ 
cretionary  authority  to  promulgate  im- 
plementi^  regulations  designed  to  pro¬ 
vide  incentives  to  increasing  domestic 
crude  oil  production.  However,  with  re¬ 
spect  to  any  amendment  to  the  regula¬ 
tions  that  would  permit  an  increase  in 
the  price  for  any  volume  of  “old  crude 
oil  production"  (as  defined  in  section 
8(b)  (3) )  after  December  22,  1975,  sec¬ 
tion  8(b)  (2)  requires  the  President  to 
make  more  particularized  findings  that 
such  amendment — 

(A)  Will  give  positive  incentives  for  (i) 
enhanced  recovery  techniques,  or  (U)  deep 
horizon  develi^ment  fco’  such  properties:  or 

(B)  Is  necessary  to  take  into  account  de¬ 
clining  production  frcun  such  properties;  and 

(C)  Is  likely  to  result  in  a  level  at  pro¬ 
duction  from  such  properties  beyond  that 
which  would  otherwise  occur  if  no  such 
amendment  were  made. 

Section  8 (to)  (3)  defines  “old  crude  oil 
production"  generally  for  a  particular 
property  as  equal  to  the  average  volume 
of  old  crude  oil  (as  that  term  is  cur¬ 
rently  defined  in  10  CPR  212.72)  pro¬ 
duced  and  sold  from  the  property  in  Sep¬ 
tember,  October,  and  November  1975. 
Accordingly,  with  respect  to  the  pro¬ 
posals  for  increased  production  incen¬ 
tives  outlined  in  this  notice  (as  well  as 
such  other  proposals  as  interested  parties 
may  offer) ,  comments  are  also  requested 
as  to  the  basis  on  which  the  statutory 
findings  required  by  section  8(b)  (2)  can 
be  made,  if  such  proposals  would  result 
in  a  price  increase  for  any  volume  of 
“old  crude  oil  production”  as  defined  in 
section  8(b)(3). 

Finally,  section  401(b)(1)  of  the 
EE*CA  repeals  section  4(e)  (2)  of  the 
EPAA  to  remove  the  stripper  well  lease 
exemption  as  of  the  effective  date  of  the 
amendments  required  imder  section  8  of 
the  EPAA  and  which  are  proposed 
herein. 

Inasmuch  as  the  President  has  been 
granted  broad  statutory  authority  (sub¬ 
ject  to  the  overall  limitation  that  the 
"maximum  weighted  average  first  sale 
price"  not  exceed  $7.66  per  barrel)  to  es¬ 
tablish  appropriate  price  levels  for  par¬ 
ticular  classifications  of  crude  oil,  the 
overall  objective  of  the  amendments  pro¬ 
posed  herein  is  to  satisfy  the  statutory 
objective  of  adopting  the  crude  oil  clas¬ 
sifications  {md  corresponding  ceiling 
prices  that  are  best  suited  to  optimize 
domestic  production  within  the  limita¬ 
tion  of  the  maximum  weighted  average 
first  sale  price  and  subject  to  considera¬ 
tions  of  administrative  feasibility.  There 
are  numerous  alternatives  to  be  consid¬ 
ered  in  this  regard,  and  FEA  has  sought 
to  set  forth  in  this  notice  as  many  of  the 
alternatives  as  it  is  reasonably  possible 
to  consider  and  to  implement  within  the 
Umited  period  of  time  available  prior  to 
February  1, 1976.  FEA  is  setting  forth  this 
broad  range  of  proposals  so  that  it  will 
be  able  better  to  adopt  the  combination 
of  measures  which,  after  receipt  and  con¬ 
sideration  of  all  the  comments  in  this 
proceeding,  appear  to  be  most  apinrc^inri- 
ate  to  achieving  the  foregcdng  objective. 


in.  Proposed  Amendments 

A.  Number  of  Tiers.  In  this  initial  set 
of  implementing  regulations  FEA  pro¬ 
poses  basically  to  continue  the  “two-tier” 
system  by  establishing  two  classifications, 
and  corresponding  ceiling  price  rules,  in 
order  to  maintain  the  statutorily  man¬ 
dated  maximum  weighted  average  first 
sale  price  of  $7.66  per  barrel.  In  setting 
up  the  classifications  and  ceiling  prices, 
FEA  has  made  the  following  assumptions 
which  are  based  on  the  best  information 
currently  available  to  FEA; 

(1)  The  percentage  of  old  crude  oil  is 
ciurently  estimated  to  be  60  percent  of 
total  current  domestic  production:  and 

(2)  The  current  price  of  old  crude  oil, 
fixed  by  the  ceiling  price  rule  of  10  CFR 
212.73,  is  currently  estimated  to  average 
$5.25  per  barrel,  nationally. 

Maintaining  these  two  parameters, 
therefore,  FEA  proposes  to  establish  the 
upper  tier  ceiling  price  for  all  domestic 
crude  oil  production  other  than  old  crude 
oil  so  that  it  will  average  $11.28  per  bar¬ 
rel,  nationally. 

There  are  several  reasons  for  propos¬ 
ing  the  establishment  of  only  two  do¬ 
mestic  tiers  at  this  time.  First,  it  provides 
producers  and  refiners  with  the  smooth¬ 
est  transition  from  present  regulations  to 
those  required  to  be  adopted  under  the 
EPCA.  Second,  it  will  serve  to  maintsdn 
the  current  proportion  of  controlled 
versus  uncontrolled  domestic  oil  until 
FEA  has  had  an  opportunity  more  ac¬ 
curately  to  determine  that  proportion 
through  new  data  collection  measures 
which  will  be  implemented  to  measure 
compliance  with  the  weighted  average 
ceiling  price  requirement  of  section  8. 

Accordingly,  the  lower  tier  is  antici¬ 
pated  to  be  comprised  of  old  crude  oil, 
or  that  crude  oil  currently  sold  at  the 
celling  price.  The  upper  tier  would  con¬ 
sist  of  what  is  now  “uncontrolled”  crude 
oil,  i.e.,  that  which  is  currently  desig¬ 
nated  “new,”  “released,”  and  “stripper 
weU  lease  crude  oil.” 

Finally,  in  designing  different  ceiling 
prices  and  classifications  of  crude  oil  that 
are  “administratively  feasible,”  FEA  is 
particularly  concerned  that  these  be 
compatible  with  a  crude  oil  cost  equali¬ 
zation  program  which  achieves  the  objec¬ 
tive  of  minimizing  economic  distortion 
as  required  in  section  4(b)  (1)  (I)  of  the 
EPAA.  A  two  tier  domestic  price  S3rstem 
which  imposes  ceiling  prices  on  both  tiers 
may  necessarily  require  a  new  entitle¬ 
ments  program  which  equalizes  three 
price  tiers  because  imported  crude  oil  will 
still  be  sold  at  market  levels.  If  three  or 
more  domestic  price  levels  were  created, 
it  is  possible  that  the  operation  of  any 
entitlements  program  designed  in  con¬ 
junction  with  that  crude  oil  price  system 
would  become  so  complicated  tiiat  it 
would  no  longer  be  administratively 
feasible. 

Although  it  thus  preliminarly  appears 
to  FEA  that  only  two  tiers  should  be 
established  in  this  initial  set  of  imple¬ 
menting  regulations,  comments  are  spe¬ 
cifically  requested  addressed  to  the  ad¬ 
visability  of  considering  more  than  twa 


tiers  at  this  time,  or  the  possibility  of 
establishing  a  single  tier  at  a  ceiling 
price  that  would  average  $7.66  per  bar¬ 
rel.  FEA  will,  for  example,  consider  alter¬ 
native  systems  not  specifically  detailed  in 
this  notice,  such  as  a  third  tier  category, 
priced  at  a  market  clearing  level,  and 
consisting  of  quantities  of  crude  oil  pro¬ 
duced  from  properties  that  did  not  pro¬ 
duce  crude  oil  prior  to  January  1. 1976,  or 
of  certain  very  high  cost  crude  oil.  Com¬ 
ments  are  therefore  invited  on  the  nature 
and  estimated  volume  of  any  classifica¬ 
tion  of  domestic  crude  oil  which  inter¬ 
ested  parties  believe  should  receive  sep¬ 
arate  ceiling  price  treaUnent  from  the 
more  general  classifications  that  are  pro¬ 
posed  in  this  notice. 

B.  Lower  Tier  Crude  Oil — Bdse  Pro- 
duction  Control  Level  V‘BPCL") .  As 
noted,  the  FELA  has  projected  that  old 
crude  oil  production  will  account  for  ap¬ 
proximately  60  percent  of  total  domestic 
crude  oil  producticm  in  February  1976. 
This  figure  represents  the  average 
monthly  production  of  oil  crude  oil,  based 
upon  the  percentage  (rf  oil  crude  oil  to 
total  production  during  the  first  ten 
months  of  1975,  derived  from  data  col¬ 
lected  on  Form  FEA-P-102  (as  shown  in 
Table  1  below) . 

Table  1  = 

PEBCENTAGB  OF  OLD  CRTn>E  On.  TO  TOTAL 
DOMESTIC  PRODUCTION 

1975 
{percent) 


January _  68. 4 

February _  58. 4 

March  _  68. 6 

April _  69. 9 

May  _ -  80.  5 

June _  80. 1 

July  .  80. 2 

August _  80.  7 

September _  61. 8 

October _  81. 0 


In  designing  a  pricing  mechanism  that 
will  yield  a  composite  first  sale  price  of 
$7.66,  one  basic  assumption  is  that  in 
February  1976  production  and  sale  of  old 
crude  oil  will  account  for  60  percent  of 
total  domestic  production,  as  nearly  as 
possible.  For  this  reason,  FEA  is  pro¬ 
posing  to  revise  the  definition  of  Base 
Production  Control  Levd  (“BPCL”)  so 
that  for  any  property  the  BPCL  in  Feb¬ 
ruary  1976  win  be  equal  to  that  property’s 
average  monthly  production  and  sale  of 
old  crude  oil  during  calendar  year  1975, 
and  to  eliminate  any  further  provision 
for  releasing  any  quantities  of  the  BPCL 
amount  to  the  upper  tier  when  produc¬ 
tion  exceeds  the  BPCL.  Such  a  proposal 
wiU  ensure  that  the  proportion  of  old 
crude  oil  remains  pery  nearly  60  percent 
of  total  domestic  production  in  February 
1976.  The  proposal  also  acts  to  reestab¬ 
lish  certain  incentives  to  increased  pro¬ 
duction.  which  have  become  of  question¬ 
able  value  with  the  passage  of  time  since 
the  1972  base  year  under  current  regula¬ 
tions. 

More  specifically,  FEA  has  found  that 
the  production  incoitives  afforded  by  the 
current  price  regulations  permitting  new 
n.nri  released  dmnestic  crude  oil  to  be  sold 
without  respect  to  the  celling  price  rule 
are  of  decreasing  Impact  or  effectiveness 
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because,  due  to  natural  rates  of  decline, 
production  levels  are  now  generally  well 
they  continue  to  decline.  Inasmuch  as 
below  1972  levels  for  most  properties,  and 
1972  levels  of  production  for  a  particular 
property  are  now  used  as  that  property’s 
BPCL  and  must  be  exceeded  before  any 
crude  oil  can  be  sold  from  the  property 
without  respect  to  the  celling  price  rule, 
the  new  and  released  price  rules  do  not 
operate  as  a  realistic  Incentive  In  many 
cases. 

Thus,  many  producers,  especially  those 
operating  properties  whose  current  pro¬ 
duction  levels  are  substantially  below 
their  1972  base  production  control  levels 
and  are  further  declining,  remain  un¬ 
affected  by  the  Incentives  presently  af¬ 
forded  because  those  Incentives  are  too 
remote  to  outweigh  the  substantial  costs 
associated  with  Implementing  secondary 
or  tertiary  recovery  programs,  which 
would  be  necessary  to  bring  current  pro¬ 
duction  levei<«  up  to  and  above  the  1972 
base  producuon  control  levels.  Moreover, 
the  use  of  a  BPCL  based  upon  1972  pro¬ 
duction  levels,  while  suited  to  the  tem¬ 
porary  program  envisioned  by  the  price 
regulations  adopted  initially  by  the  Cost 
of  Living  Coimcil  in  August  of  1973 
pursuant  to  the  Economic  Stabllzation 
Act  of  1970,  Is  not  at  all  well  suited  for 
use  over  the  longer  term,  as  it  does  not 
take  into  account  the  natural  decline  rate 
associated  with  primary  production. 

Accordingly,  FEA  Is  proposing  to  revise 
the  definition  of  base  production  control 
level  so  as  to  reference  the  actual  aver¬ 
age  monthly  production  and  sale  of  old 
crude  oil  during  the  calendar  year  1975 
for  each  property.  PEA  proposes  defining 
BPCL  as  the  average  monthly  level  dur¬ 
ing  the  year,  in  order  to  avoid  the 
anomalous  results  that  have  been  en- 
coimtered  in  some  cases  under  the  ctir- 
rent  regulations  where  actual  monthly 
production  levels  during  1972  varied  con¬ 
siderably  from  month  to  month. 

A  further  effect  of  referencing  1975 
production  and  sale  of  old  crude  oil  as 
a  property’s  BPCL  rather  than  refer¬ 
encing  1972  total  production  and  sale, 
is  to  eliminate  the  need  for  continuing 
any  provision  for  releasing  lower  tier 
crude  oil  to  the  upper  tier,  and  thereby 
tend  to  establish  the  60-40  percent  re¬ 
lationship  between  lower  and  uw)er  tier 
crude  oil  for  the  month  of  February  1976. 
For  example,  if  500  barrels  of  crude  oil 
were  product  and  sold  from  a  property 
in  September  1972,  and  if  600  barrels  of 
crude  oil  were  produced  and  sold  from 
that  property  In  September  1975,  old 
crude  oil  production  and  sale  for  Septem¬ 
ber  1975  would  equal  400  barrels  (600 
barrels  less  100  barrels  new,  less  100  bar¬ 
rels.  assuming  no  cumulative  deficiency) . 
To  determine  the  propertsr’s  BPCL  for 
February  1976  under  the  proposed 
amendments,  the  producer  would  total 
production  and  sale  of  old  crude  oil  (cal¬ 
culated  as  above)  for  calendar  year  1975, 
and  divide  by  twelve.  The  result  would  be 
the  property’s  BPCL  for  February  1976. 
Production  in  excess  of  the  BPCL  would 
be  sold  at  upper  tier  prices,  but  no  cor¬ 
responding  amount  of  the  BPCL  volume 
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would  be  released  for  sale  at  upper  tire 
prices. 

In  order  to  maximize  the  Impact  of 
this  new  producthm  Incentive,  the  pro¬ 
posed  revision  of  base  production  contend 
levels  vrlll  also  eliminate,  effective  Feb¬ 
ruary  1. 1976,  all  current  deficiencies  that 
have  acciunulated  for  pr(H>erties  imder 
the  current  regulations.  That  is,  all  prop¬ 
erties  will  effectively  begin  with  a  new 
BPCL,  and  any  production  In  excess  of 
that  level  diurlng  the  month  of  February 
1976,  will  qualify  as  new  crude  oil.  Pro¬ 
visions  for  cumulative  deficiency  cal¬ 
culations  with  respect  to  the  revised 
BPCJL  will,  however,  be  adopted,  so  that 
only  the  cumulative  production  In  excess 
of  the  revised  BPCL  may  be  sold  at  upper 
tier  prices,  once  the  revised  BPCL  has 
been  exceeded.  Otherwise  month-to- 
month  variations  in  production  and  sales 
volumes  would  result  In  crude  oil  becom¬ 
ing  eligible  for  sale  at  upper  tier  prices, 
even  though  the  property  concerned  was 
not  exceeding  Its  BPCL  on  a  cumulative 
basis. 

To  the  extent  that  the  use  of  the  pro¬ 
posal  outlined  above  achieves  Its  objec¬ 
tive — ^to  establish  for  February  1976,  an 
old  crude  oil  to  total  domestic  produc¬ 
tion  ratio  of  60  percent — the  necessary 
result  will  be  to  raise  the  price  of  some 
quantity  of  old  crude  oil  that  qualified 
as  such  during  the  months  of  September, 
October,  and  November  1975 — which 
Table  1  indicates  may  average  between 
61-62  percmt  during  those  months.  The 
elimination  of  all  cumulative  deficiencies 
Is  likely  to  have  the  same  effect.  Accord¬ 
ingly,  comments  are  solicited  as  to  the 
basis  upon  which  the  findings  required 
by  section  8(b)  (2)  can  be  made,  l.e., 
whether  use  of  the  proposed  BPCL  (aver¬ 
age  monthly  production  and  sale  of  old 
crude  oil  during  calendar  year  1975), 
and  the  elimination,  prospectively,  of 
current  cumulative  deficiencies — 

(A)  Will  give  positive  Incentives  for 
(1)  enhanced  recovery  techniques,  or  (11) 
deep  horizon  development  for  such  prop¬ 
erties;  or 

(B)  Is  necessary  to  take  into  accoimt 
declining  productkm  from  such  prop¬ 
erties;  and 

(C)  Is  likely  to  result  in  a  level  of  pro¬ 
duction  from  such  pn^pertles  be3rond 
that  which  would  otherwise  occur  if  no 
such  amendment  were  made. 

FEA  also  solicits  comments  as  to 
whether  the  selection  of  some  other  his¬ 
torical  perl(xi  for  use  in  measuring  old 
crude  oil  volumes  to  be  used  as  the  base 
production  control  level  will  result  in  an 
old  crude  oil  to  total  production  ratio 
more  nearly  60  percentC  In  this  regard, 
comments  should  address  the  months 
of  September,  October,  and  November 
1975,  as  well  as  any  other  historical 
period  that  might  be  appropriate. 

C.  Upper  Tier  Crude  Oil — "Stripper 
Well  Lease  Crude  Oil"  and  “New  Crude 
Ott”.  FEA  estimates  that  during  calen¬ 
dar  year  1975,  the  balance  of  total  do¬ 
mestic  crude  oil  production  (approxi¬ 
mately  40  percent  was  classifled  as  either 
“new”  and  "released*  crude  oil,  or  “strip¬ 
per  wen  lease  crude  oil.”  and  as  such 


was  eligible  to  be  sold  without  respect 
to  the  celling  price  rule.  It  is  proposed 
that  these  same  classifications  constitute 
upper  tier  crude  oil  imder  the  EPCA  Im¬ 
plementing  regulations  to  become  effec¬ 
tive  February  1, 1976. 

1.  Stripper  well  leases.  FEA  recognizes 
that  crude  oil  production  from  marginal 
stripper  well  leases  makes  a  substantial 
contribution  to  meeting  the  energy  needs 
of  the  nation.  Therefore,  notwithstand¬ 
ing  repeal  by  the  EPCA  of  the  statutorily 
mandated  exemption  of  the  EPAA,  FEA 
proposes  to  continue  an  incentive  to  pro¬ 
duce  from  stripper  well  leases  by  includ¬ 
ing  this  classification  In  the  upper  tier. 
Ihis  Is  consistent  with  the  expressed 
understanding  of  the  Conference  Com¬ 
mittee: 

Under  the  conference  substitute,  stripper 
well  celling  prices  come  within  the  Presi¬ 
dent’s  broad  discretion  to  set  celling  prices 
to  Implement  the  maximum  weighted  aver¬ 
age  price  requirement  of  the  legislation.  It 
Is  the  conferees’  understanding,  that,  within 
the  limitations  of  the  conference  substitute, 
the  President  will  most  likely  establish  a  sep¬ 
arate  stripper  well  celling  price  of  approxi¬ 
mately  $11.28 — the  equivalent  of  the  upper 
tier  under  a  continuation  of  the  current 
two- tier  pricing  program  subject  to  limits 
of  the  conference  substitute  In  order  to 
assure  sustained  rates  of  production  from 
such  properties.  (Conf.  Rep.  at  197.) 

Where  a  property  has  qualified  under 
10  CFR  210.32  for  treatment  as  a  stripper 
well  lease,  first  sales  of  crude  oil  pro¬ 
duced  from  the  property  are  currently 
exempt  from  price  and  allocation  regu¬ 
lations.  Recognizing  the  importance  of 
ensuring  the  continued  production  from 
these  marginal  stripper  well  leases,  the 
FEA  amended  the  original  regulatory 
exemption  to  provide  that  where  pro¬ 
duction  is  increased  from  a  property  that 
qualified  for  the  exemption  on  the  bjysis 
of^its  per- well  average  daily  production 
in'  any  previous  calendar  year  begin¬ 
ning  after  December  31,  1972,  the  prop¬ 
erty  will  not  lose  its  exempt  status,  even 
if  production  surpasses  the  qualifjring 
limit  of  10  barrels  per  well  per  day. 

That  amendment  (originally  adopted 
May  15,  1975)  was  designed  to  remove 
a  disincentive  to  increased  production 
that  existed  under  the  previous  regula¬ 
tion,  which  afforded  an  ex«nption  on^ 
in  the  year  following  a  calendar  year  in 
which  production  from  the  property  was 
at  or  below  the  statutory  stripper  well 
level  of  10  barrels  or  less  per  well  per 
day.  FEA  believed  that  producers  were 
discouraged  under  the  original  regula¬ 
tion  from  attempting  to  increase  pro¬ 
duction  levels  above  the  10  barrel  per  well 
per  day  level  through  techniques  such  as 
work -overs  or  enhanced  recovery  because 
increasing  per-well  production  to  levels 
above  10  barrels  per  day  for  a  calendar 
year  would  have  resulted  in  the  loss  of 
the  stripper  well  lease  exemption  in  the 
following  calendar  year.  Accordingly, 
pursuant  to  a  rulemaking  proceeding, 
FEA  amended  the  stripper  well  lease  ex¬ 
emption  to  remove  the  disincentive  (40 
FR  22123.  May  21.  1975) .  That  amend- 
moit,  which  became  effective  June  3. 
1975,  was  adopted  pursuant  to  section 
4(f)(2)  of  the  EPAA,  vdilch  provided 
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that  such  an  amendment  could  be  ef¬ 
fective  only  for  a  period  of  ninety  days. 
Subsequent  nhiety-day  extensions  te- 
came  effective  September  1,  1975,  and 
November  30,  1975. 

FEA  proposes  to  continue  to  define 
stripper  well  leases  in  the  same  terms  as 
the  May  15  amendment.  Accordingly,  a 
stripper  well  lease  will  be  defined  as  a 
property  whose  average  daily  produc¬ 
tion  of  crude  oil.  including  cond^isates, 
per  well  did  not  exceed  10  barrds  per 
day  during  any  one  of  the  preceding  cal¬ 
endar  years,  beginning  after  December 
31.  1972. 

Since  the  new  stripper  well  lease  rule 
will  no  Icmger  operate  as  an  exemption — 
crude  oil  from  stripper  well  leases  will 
instead  be  controlled  at  the  upper  tier 
price — ^the  rule  is  proposed  to  be  deleted 
from  Part  210  and  included  in  Part  212 
and  conformed  with  all  crude  oil  and 
other  PEA  price  regulations.  Other  pro¬ 
posals  with  respect  to  the  imitization  of 
previously  qualified  stripper  well  leases 
are  discussed  below. 

2.  New  crude  oil.  Inasmuch  as  the 
proposed  concept  of  upper  tier  crude  oil 
is  proposed  simply  to  be  production  in 
excess  of  the  revised  BPCL,  and  does  not 
include  any  released  crude  oil  provi- 
si<xi — except  to  the  extent  that  what  was 
formerly  classified  as  released  crude  oil 
serves  to  reduce  the  level  of  revised 
BPCL — calculations  of  upper  tier  crude 
oil  produced  and  sold  from  a  property 
would  be  simplified.  If  the  property  does 
not  qualify  as  a  stripper  weU  lease,  quan¬ 
tities  of  upper  tier  crude  oil  would  in¬ 
clude  the  excess  of  current  production 
and  sale  over  the  property’s  BPCL.  For 
example,  if  the  BPCL  is  computed  to  be 
400  (average  monthly  production  and 
sale  of  old  crude  oil  during  calendar  year 
1975,  or  some  other  historical  period,  if 
selected,  and  if  production  and  sale  in 
February  is  equsd  to  600  barrels,  the 
property’s  February  production*  and  sale 
would  consist  of  200  barrels  of  new  crude 
oil  (priced  at  the  upper  tier  celling  price) 
and  400  barrels  of  old  crude  oil  (priced 
at  the  lower  tier  ceiling  price).  No  ad¬ 
ditional  computation  would  be  done  for 
released  crude  oil  as  there  would  no 
longer  be  any  provision  for  such  a  classi¬ 
fication. 

The  concept  of  current  ciunulative  de¬ 
ficiency  would  be  retained,  however,  and 
after  February  1. 1976,  such  a  deficiency 
would  begin  to  run  anew  for  each  prop¬ 
erty  from  the  time  that  production  and 
sale  of  crude  oil  fell  below  the  BPCL, 
ODce  new  crude  oil  had  been  produced 
and  sold  from  the  property.  This  would 
act  as  an  additional  incentive  to  main¬ 
tain  increased  levels  of  producUixi.  and 
would  prevent  producers  from  building 
up  production  Inventories  for  periodic 
sales,  thereby  qualifsdng  for  new  crude 
oil  where  there  has  been  no  actual  in¬ 
crease  in  cumulative  production. 

D.  Maximum  Weighted  Average  First 
Sale  Price.  FEA  solicits  c(xnmentB  de¬ 
signed  to  aid  in  the  adoption  of.  a  price 
mechanism  that  will  estaUlsh  for  Feb¬ 
ruary  1976,  a  weighted  average  first  sale 
price  for  all  domestic  crude  oil  of  $7.66 


per  barrel.  For  purposes  of  receiving 
public  comments,  FEA  proposes  the  f(d- 
lowing  price  ceilings,  whldi  wfil  be  i4>- 
plicable  to  the  lower  and  upper  tiers 
respectively:  sales  of  crude  oil  at  the 
lower  tier  are  assumed  to  constitute  60 
percent  of  domestic  production  and  sale 
in  February  1976,  and  will  average  $5.25 
per  barrel  nationally;  sales  of  crude  oil 
at  the  upper  tier  will  be  assumed  to  con¬ 
stitute  ^e  remaining  40  percent  of  do¬ 
mestic  production  and  sale  in  F^ruary 
1976,  and  will  average  $11.28  per  barrel 
nationally.  Production  and  sale  of  these 
quantities  at  these  average  price  ceilings 
will  3deld  a  maximum  weighted  average 
first  sale  price  of  $7.66  per  barrel; 

(.8)  ($5.25)4-(.4)  ($11.28)  =$7.66. 

1.  Definition  of  “First  Sale”.  FEA  is 
proposing  a  definition  of  “first  sale’’  that 
will  mean  the  first  transfer  for  value  by 
a  producer  or  royalty  owner,  or  a  com¬ 
parable  inter-affiliate  transfer.  In  this 
regard.  FEA  seeks  to  implement  a  defini¬ 
tion  that  will  comixirt  with  the  inten¬ 
tion  of  the  Conference  Committee: 

The  conierence  substitute  specifies  a  “first 
sale”  price  (with  discretion  In  the  President 
to  impute.  In  a  manner  to  be  specified  by 
regulation,  an  equivalent  price  for  Inter- 
afflliate  transfers) .  The  first  sale  price,  which 
is  currently  the  price  to  which  FEA’s  cur¬ 
rent  celUng  price  rules  apply.  Is  the  price 
charged  In  the  first  transfer  for  value  by 
the  producer  or  royalty  owner,  which  trans¬ 
fer  usually  but  not  always  occurs  at  at 
near  the  wellhead.  The  first  sale  price  for 
crude  oil  may.  In  some  instances.  Include 
costs  for  transportation  and  other  services. 

It  is  the  intention  the  conferees  that 
the  term  “first  sale”  be  defined  In  the  regu- 
latiooe  to  make  clesur  that  it  applies  to  the 
first  transfer  of  a  barrel  of  crude  oil  for 
value  in  an  arms-length  transaction. 

With  respect  to  transactions  between  affil¬ 
iated  or  associated  companies,  FEA  has  the 
authority  to  inqiute  a  transfer  value  which 
bears  a  reasonable  relationsbip  to  transfers 
between  unaffiUated  persons  in  arms-length 
transactions.  It  is  the  conferees’  understand¬ 
ing  that  the  regulatloa  defining  “first  sale” 
could  extend  principles  and  procedures  now 
appUcable  under  ciurent  regulations  to  de- 
t^mlne  transfer  prices  for  imports  as  w^ 
as  the  point  of  sale  and  sales  price  of  old 
crude  oU  and  stripper  w^  oil,  to  all  celling 
prices  promulgated  under  the  new  pricing 
program.  (Conf.  Rep.  at  190.) 

Accordingly,  FEA  solicits  comments  as 
to  whether  the  proposed  definition,  or 
some  other  alternative,  wfil  satisfy,  as 
fair  as  is  possible,  the  legislative  intent. 

2.  Lower  Tier  Ceiling  Price  Rule.  In 
order  to  maintain  an  average  first  sale 
price  for  old  crude  oil  of  $5.25  per  barrel, 
first  sales  of  lower  tier  crude  oil  in  Feb¬ 
ruary  1976  will  generally  continue  to  be 
subject  to  the  ceiling  price  rule  of  10 
CFR  212.73. 

The  ceUlng  price  for  a  particular  grade 
of  domestic  crude  oU  in  a  parttciUar  field 
is  the  s\im  of  (1)  the  highest  posted  price 
at  6  a.m..  local  time.  BCay  15,  1973,  for  that 
grade  of  crude  oU  at  that  field,  or  If  there  are 
no  posted  prices  in  that  field,  the  related 
price  for  that  grade  of  domestic  crude  oU 
which  is  most  similar  in  kind  and  quall^  at 
the  nearest  field  for  which  prices  are  posted; 
and  (2)  a  maximum  of  fias  per  barreL 

The  estimate  of  $5.25  per  barrel  as  the 
average  first  sale  price  of  controlled 


crude  oil  was  derived  from  an  examina- 
ti<m  of  representative  crude  oUs  by  the 
Cost  of  Living  Coimcll  (“CLC”)  and  has 
been  carried  over  to  the  FEA  and  is  gen¬ 
erally  used  in  all  Its  published  data.  More 
specifically,  in  March  1973,  crude  oil 
prices  for  certain  34*  API  crude  oils  were 
approximately  $3.65  per  barr^.  In  the 
following  four  months  typical  market 
prices  for  that  quality  of  crude  oil  in¬ 
creased  twice  by  increments  of  about  $.25 
and  $.35.  respectively,  bringing  the  price 
to  alMut  $4.25  per  tarrel  when  CLC  is¬ 
sued  its  Phase  IV  regulations  in  August 
of  1973.  At  that  time  CLC  established  the 
maximum  price  at  which  old  crude  oil 
could  be  sold  as  the  May  15, 1973,  posted 
price  in  the  applicable  fidd  idus  $.35  per 
barrel.  It  then  adjusted  the  price  of  all 
old  crude  oil  upward  by  $1.00  (m  Decem¬ 
ber  19  of  that  year,  wh^  accounts  for 
the  current  $5.25  per  barrel  estimate.  A 
precise  average  controlled  crude  oil  price, 
on  the  other  hand,  has  never  been  deter¬ 
mined  by  the  FEA,  because  old  crude  oil 
prices  have  remained  frozen  without 
change  since  December  19, 1973,  and  be¬ 
cause  there  has  been  no  regulatory  need 
for  a  more  precise  figure.  While  the 
FEA  Form  90  collects  some  data  on  old 
crude  oil  prices,  that  form  covers  only 
those  producers  that  also  produce  new 
and  released  crude  oil. 

The  price  of  old  crude  oil  varies  from 
field  to  field,  depoiding  on  the  May  15, 
1973,  posted  price  in  that  field  for  the 
grade  and  quality  of  crude  oil  concerned, 
and  may  be  as  low  as  $3.50  a  barrd  or  as 
high  as  $7.00  a  barrri.  These  price  differ¬ 
entials  reflect  the  different  values  of 
crude  oils  depending  upon  their  yield 
characteristics,  location  with  respect  to 
markets,  and  other  relevant  factors.  It 
is  important  to  note  that  although  the 
ceiling  price  of  controlled  crude  oil  has 
been  frozen  for  nearly  two  years,  the 
average  price  of  all  CMitroUed  crude  oil 
undoubtedly  varies  slightly  from  month 
to  month  as  a  function  of  the  mix  of 
tsrpes  of  crude  oil  selling  at  controlled 
prices. 

’The  Conference  Committee  recognized 
that  although  it  is  assumed  that  the 
weighted  average  first  sale  price  of  old 
crude  oil  is  approximate  $5.25  par  bar¬ 
rel.  adjustmoits  may  be  necessary  If  it  is 
later  determined  that  some  other  figyre 
is  more  correct: 

Should  the  $625  average  price  prove  to  be 
an  Inaocnirate  measure  of  actual  prices,  the 
President  shaU  take  this  Into  consideration 
before  making  any  upward  adjustment  In 
upper  tier  prices.  Conf.  Rep.  at  190,  n.l. 

Accordingly,  for  the  purpose  of  initiating 
the  pricing  system  imder  the  EPCA,  FEA 
will  assiune  that  continued  use  of  the 
ceiling  price  rule  of  S  212.73  will  yield 
an  average  first  sale  price  for  lower  tier 
crude  (ril  of  $5.25  per  barreL  Appropriate 
adjustments  will  be  made  later,  if  ttie 
new  data  system  implemented  to  test 
compliance  with  the  $7.66  per  barrel 
weighted  average  price  constraint  shows 
that  the  actual  wdihted  average  jwlce  of 
old  crude  oU  is  lower  than  $5.25  per 
barrel. 
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In  this  regard,  however,  comments  are  (luallty — the  principal  factms  being  Is  proposed  that  the  upper  tier  celling 
requested  as  to  whether  an  alternative  gravid  and  sulfur  content.  Existing  ludce  price  be  established  with  reference  to 
methryi  (such  as  Is  discussed  following  dlfferentlak  for  (dd  crude  oil  would,  how-  the  lower  tier  ceiling  price.  That  Is,  the 
the  discussion  of  the  ui^ier  tier  price  ceil-  ever,  be  maintained  as  of  May  15,  1973,  imper  tier  ceiling  price  will  be  the  lower 
ing,  below)  to  establishing  the  lower  tier  with  a  possible  ezeeption  to  sales  of  tier  ceiling  price  for  that  grade  of  crude 
ceiling  price  would  mmre  closely  result  heavy  California  and  Alaska  crude  oil,  <dl  produced  and  sold  from  that  property, 
in  an  average  first  sale  price  for  crude  discussed  below.  plus  $6.03  (l.e.,  $5.25+$6.03=$11.28) . 

oil  at  the  lower  tier  of  $5J5  and  more  3.  l^pper  Tier  Ceiling  Price  Rule.  In  This  system  will  result  In  the  S^y  15, 
accurately  reflect  current  quality  differ-  order  to  maintain  a  wrighted  average  1973  price  differentials  which  prevail  for 
entials.  Use  of  the  current  ceiling  price  first  sale  price  af  $11.28  to  upper  tier  lower  tier  crude  oil  to  be  applied  to  upper 
for  lower  tier  crude  oil  appears  to  be  crude  oil,  FEA  proposes  to  select  as  a  tier  crude  oil  produced  from  properties 
desirable  because  it  would  serve  to  pro-  reference,  actual  prices  to  imctmtroUed  that  did  not  produce  uncontrolled  crude 
vide  continiiity  between  sales  of  old  crude  crude  oil  for  ttie  latest  month  during  oil  in  September  1975.  Ckunments  are 
oil  before  and  after  February  1,  1976,  1975  when  prices  for  crude  oil  w&ce  In  solicited  as  to  the  extent,  if  any,  to  which 
when  the  EPCA  Implementing  regula-  relative  stability.  FEA  believes  that  Sep-  this  might  result  in  a  distortion  of  rela¬ 
tions  will  become  effective.  Use  of  the  tember  1975,  when  first  sale  prices  for  tive  values  of  lower  grade  and  quality 
current  celling  price  rule  would  also  uncontrolled  domestic  crude  oil  averaged  crude  oils  sold  at  the  upper  tier  celling 


avoid  the  many  complications  that 
might  be  involved  if  the  FEA  prescribed 
a  celling  price  without  regard  to  his¬ 
torical  prices,  including  the  necessity  of 
having  to  prescribe  adjustments  to  re¬ 
flect  price  differentials  for  location  and 


$12.46  nationally  may  be  such  a  repre¬ 
sentative  month. 

Data  applicable  to  new  and  released 
crude  oil  Is  derived  from  FEA  Form  90 
and  is  set  forth  below  in  Table  2 : 


price  pursuant  to  this  nile,  and  whether 
the  same  price  rule  should  be  adopted 
for  this  crude  oil  as  is  proposed  below 
for  crude  oil  produced  from  properties 
developed  after  September  1975. 

With  respect  to  upper  tier  crude  oil 


Txrax  2.— New  umd  reieaaed  crude  oil  price* 


Month 

1974 

FiloelnaMse 
over  prior  month 

1976 

Price  Ineiease 
over  prior  month 

.  ».82 

$11.28 

$0.20 

.  9.87 

tads 

11.  ao 

.09 

.  9.88 

.01 

11.47 

.08 

.  9.88 

11.64 

.17 

.  9.88 

11.00 

.06 

.  9.96 

.07 

11.73 

.04 

.  9.95 

12.30 

.57 

.  9.98 

.08 

12.88 

.08 

S«ptemb«r . 

.  la  10 

.  10.74 

.12 

.64 

12.46 

12.73 

.06 

.24 

.  ia90 

.16  . 

l>6oemb«r . 

.  1L08 

.18  . 

As  can  be  seen  from  the  data  In  Table  crait  of  the  monthly  transactions  oc- 
2,  new  released  crude  oil  prices  have  curred,  for  that  grade  of  crude  oil  pro- 
been  in  transition  since  the  fall  of  1974.  duced  and  sold  from  that  property  dur- 
Althoufidi  It  might  have  been  assumed  ing  September  1975  minus  $1.18  per  bar- 
that  prices  would  have  stabilized  prior  r^  Because  September  1975  prices  aver- 
to  the  imposition  of  the  first  one  dollar  age  $12.46  per  barrel,  subtraction  of  ^-18 
Import  fee  In  February  1975,  the  data  Per  barrel  should  result  In  a  weighted 
indicates  that  price  increases  in  the  five  average  price  for  upper  tier  crude  oil  of 
months  prior  to  February  1975  were  slg-  approximately  $11.28  per  barr^.  Use  of 
niflcantly  higher  than  in  the  five  months  September  1975  prices  In  this  manner 
after  imposition  of  the  first  dollar  Import  preserve  the  quality  and  locational 
fee.  The  imposition  of  the  second  dollar  differentials  reflected  In  actual  Septem- 
Import  fee  on  June  1,  1975  caused  a  $.57  19'75  prices  for  uncontrolled  crude 

per  barrel  Increase  in  new  and  released  that  the  upper  tier  ceiling  price 

crude  oil  prices  ^tween  July  and  August  rul®  should  not  result  generally  in  pur- 
1975,  but  fbllowtng  that  Jump,  the  rate  of  chasers  paying  the  same  price  for  differ- 
Increase  again  became  more  gradual,  for  ent  quality  crude  oil  sold  at  the  upper 
the  next  two  months.  tier. 

Therefore,  use  of  September  1975  as  Comments  are,  however,  requested  as 
the  reference  month  for  \ipper  tier  crude  to  whether  any  other  month,  such  as 
oU  prices  has  the  dual  advantage  of  January  1975,  would  serve  as  a  more 
referencing  celling  prices  to  a  month  of  representative  month  for  purposes  of 
relative  price  stability,  as  well  as  to  one  computing  upper  tier  prices.  FEA  is  par- 
of  the  most  recent  months  fbr  which  tlcularly  interested  in  determining  how 
data  is  available.  it  should  balance  the  relative  degree  of 

In  order  to  avoid  anomalies  that  might  price  stability  in  different  possible  ref- 
occur  where  an  unrepresentative  sale  at  erence  months  against  how  recent  those 
a  disproportionate^  high  price  may  months  are  to  February  1976.  Comments 
have  occurred  during  September  1975,  &re  also  solicited  as  to  whether  speclfl- 
the  reference  price  will  be  based  upon  cations  of  imputed  crude  oil  prices  as  is 
tile  highest  price  at  which  at  least  25  proposed  for  crude  oil  produced  for  the 
percent  of  the  monthly  transactions  oc-  first  time  after  September  1975  would 
curred  from  the  property  concerned.  be  more  appr<q;>riate  than  any  reference 
Therefore,  with  respect  to  properties  month  that  n^ht  be  selected, 
from  which  a  particular  grade  of  uncon-  With  respect  to  upper  tier  crude  oil 
trolled  crude  oil  was  prodtKed  and  sold  produced  from  proiiertles  producing  old 
durtor  September  1975,  the  upper  tier  crude  oil  but  tom  which  a  particular 
eelUng  price  win  be.  In  Fdsruary  1976,  grade  of  uncontrolled  crude  oil  was  not 
the  highest  price  at  which  at  least  25  per-  produced  and  sold  In  September  1875,  It 


produced  from  properties  from  which  a 
particular  grade  of  crude  oil  was  not  pro¬ 
duced  and  sold  at  all  in  September  1975, 
It  is  proposed  that  the  upper  tier  cell¬ 
ing  price  for  the  month  of  February 
1976  be  specified  as  $11.28  per  barrel 
for  crude  oil  having  sulfur  content  of 
1.7  percent  or  less  and  an  API  gravity 
of  34*.  FEA  proposes  to  set  appropriate 
price  differentials  above  and  below  the 
$11.28  upper  tier  celling  price  for  such 
crude  oil.  but  only  to  reflect  the  extent 
to  which  the  sulfur  content  differs  from 
1.7  percent  and  the  API  gravity  differs 
from  34*.  Thus,  the  upper  tier  ceiling 
price  for  such  crude  oil  would  permit 
quality  differentials  to  be  r^ected.  At 
the  same  time,  however,  the  national 
average  price  level  would  be  maintained 
at  or  very  near  the  specified  upper  tier 
celling  price  level.  In  this  regsird,  com¬ 
ments  should  address  the  most  appro¬ 
priate  method  of  adjusting  the  celling 
price  to  reflect  such  differ^tials,  and 
should  Include  data  indicating  the  de¬ 
gree,  if  any.  to  which  differentials  have 
changed  since  May  15.  1973.  FEA  Is  also 
interested  In  comments  as  to  how  loca- 
tlontd  differences  could  be  reflected  in 
such  an  Imputed  price  system. 

Comments  are  also  solicited  as  to 
whether  (with  respect  to  properties  from 
which  upper  and  lower  tier  crude  oil  are 
produced)  It  would  be  more  appropriate 
to  determine  lower  tier  celling  prices 
with  reference  to  the  upper  tier  price, 
rather  than  with  respect  to  May  15, 1973, 
postings.  That  Is,  to  eshJsUsh  the  upper 
tier  ceiling  price  as  descrfl>ed  above,  smd 
then  to  establish  the  lower  tier  ceiling 
price  (for  the  same  grade  and  quality) 
as  the  upper  tier  ceiling  price,  less  $6.03 
per  barrel. 

^LA  also  solicits  comments  as  to 
whether  some  other  mechanism  for 
establishing  cefiing  prices  might  be  more 
appropriate  than  that  which  is  outlined 
above.  For  example,  comments  are  spe¬ 
cifically  requested  whether  it  would  be 
mme  aniropriate  to  determine  upper 
tier  celling  prices  by  applying  a  multi¬ 
plier  factor  to  the  lower  tier  celling 
price.  In  the  latter  case  to  example, 
upper  tier  ceiling  prices  might  be  estab¬ 
lished  by  multiplying  the  lower  tto  cell- 
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Inc  price  by  a  factor  equal  to  11.28/5.25. 

In  this  regard  comments  should  specifi¬ 
cally  address  the  effect,  if  any,  of  such  a 
proposal  mi  the  relative  values  of  lower 
gravity  crude  oils  as  reflected  in  price 
differentials. 

E.  Monitoring  Crude  OH  Prices.  The 
in  section  8(c)  (1)  requires  the 
President  perlodica^jly  to  review  actual 
prices  charged  in  first  sales  of  crude  oil, 
and  to  make  adjustments  every  six 
months  to  correct  for  variations  from  the 
established  maximum  weighted  average 
first  sale  price.  FEA  solicits  comments  on 
methods  for  obtaining  data  by  which 
to  monitor  crude  oil  prices,  which  will 
produce  an  accurate  estimate  of  actual 
prices.  Comments  should  address  the  rel¬ 
ative  benefits  and  costs  of  data  collec¬ 
tion  methods  which  would  be  suitable 
for  monthly  monitoring  of  prices  and 
for  less  frequent  reporting,  perhaps 
through  use  of  sampling  techniques. 

FEIA  is  currently  considering  four 
methods  for  monitoring  crude  oil 
prices:  (DA  lease  operator  sxunrey;  (2) 
a  gathering  line  survey,  (3)  a  refinery 
survey;  and  (4)  a  survey  of  “purchas¬ 
ers”.  The  first  method  would  expand  the 
reporting  coverage  of  the  FEA  Form 
90  to  include  a  representative  sample  of 
old  crude  oil  and  stripper  well  leases. 
Lease  operators  would  be  the  basic  re¬ 
porting  entity  and  would  report  well¬ 
head  prices  on  a  lease-by-lease  basis. 
The  second  method  would  involve  devel¬ 
oping  a  new  survey  of  gathering  lines 
to  obtain  average  first  sale  price  data. 
The  third  method  would  use  the  exist¬ 
ing  refiner  crude  oil  entitlements  form 
(P-102)  as  a  means  of  obtaining  the 
price  of  domestic  crude  oil  delivered  to 
refineries.  Prom  this  price,  transporta¬ 
tion  and  other  delivery  costs  would  be 
subtracted  to  obtain  an  estimate  of  first 
sale  price.  This  method  would  require  an 
accurate  estimation  of  transportation 
and  delivery  costs.  The  fourth  method 
would  define  an  entity  known  in  the  in¬ 
dustry  as  a  “piirchaser,”  which  receives 
from  the  producer  the  first  sale  certifi¬ 
cation  required  by  S  212.131.  Initial  in¬ 
quiries  Indicate  that  the  second  and 
fourth  approaches  may  be  feasible  and 
benefit  from  the  use  of  a  much  smaller 
universe  of  reporting  entities  than  the 
first  or  third  methods.  PEA  is  considering 
using  several  of  these  methods  for  pur¬ 
poses  of  validation  and  accuracy  and  to 
meet  different  data  requirements,  i.e., 
policy  guidance,  price  monitoring,  and 
compliance. 

F.  Incentives  for  Enhanced  Recovery. 
On  August  29,  1975,  the  FEA  issued  Rul¬ 
ing  1975-15  (Definition  of  “Propertsr” 
for  Purposes  of  Computing  Base  Produc¬ 
tion  Control  Level  Pursuant  to  10  (TFR 
212.72;  40  FR  40832,  September  4,  1975). 
The  Ruling — which  addressed  those 
cases  where,  due  to  a  change  in  owner¬ 
ship  or  restructuring  of  a  property  since 
1972,  an  Interpretation  of  the  definition 
of  “property”  was  required  for  proper 
application  of  the  price  rules — makes  it 
clear  that  “in  applying  the  provlsimis  of 
Subpart  D  regardbog  new  and  released 
crude  oQ.  a  producer  must  look  to  the 
limits  of  the  right  to  produce  crude  oU 


in  defining  a  particular  property.”  This 
basic  interpretation  of  the  regulatory 
definition  of  “prc^^erty”  is  consistent 
with  the  language  of  the  regulation  it¬ 
self.  as  well  as  the  general  understand¬ 
ing  of  the  producing  industry  since  the 
Inception  of  the  price  regulations.  While 
some  producers  have  since  the  issuance 
of  the  Ruling  indicated  that  they  had 
been  applying  a  different  construction 
in  isolated  cases,  FEA  believes  that  most 
producers  have  correctly  imderstood  the 
basic  property  concept  to  be  one  that 
encompasses  the  “right  to  produce  crude 
oil”,  and  have  properly  calculated  quan- 
titi^  of  new  and  released  crude  oil  under 
current  regulations  from  the  vast  major¬ 
ity  of  properties  in  the  United  States. 

Since  the  issuance  of  the  Ruling,  how¬ 
ever,  many  producers  have  huficated 
that  application  of  the  current  “right 
to  produce”  concept  to  unitized  proper¬ 
ties  may  act  in  some  cases  to  discourage 
projects  designed  to  increase  production, 
such  as  the  initiation  of  enhanced  re¬ 
covery  projects  in  unitized  fields,  and 
may  in  other  cases  act  to  discourage  uni¬ 
tization  altogether.  What  have  been  per¬ 
ceived  by  producers  as  disincentives 
under  the  current  regulations  may  be 
eliminated  to  a  large  extent  if  a  more 
current  BPCTj  (based  upon  production 
and  sale  of  old  crude  oil)  is  established 
for  all  properties  under  the  EPCA-im- 
plementing  regulations. 

However,  to  ensure  that  any  disincen¬ 
tives  that  might  exist  under  the  current 
regrulations  are  not  carried  over  into  the 
new  regulations,  FEA  will  consider  at 
this  time  certain  Issues  that  have  been 
raised  with  respect  to  Ruling  1975-15. 
Issues  to  be  considered  in  this  rulemak¬ 
ing  include  (1)  the  extent,  if  any,  to 
which  FEA  should  reconsider  in  whole 
or  ii)  part  Ruling  1975-15,  including  the 
effective  date  of  any  such  revisions,  and 
(2)  whether  any  regulatory  amendments 
are  needed  to  remove  disincentives  that 
exist  under  current  regulations,  as  in¬ 
terpreted  by  Ruling  1975-15. 

If,  and  to  the  extent,  however,  tliat 
FEA  determines  that  the  Ruling  has 
correctly  interpreted  curroit  regulations, 
but  that  the  pertinent  regulations  con¬ 
tain  production  disincentives  which 
should  not  be  continued  under  the  EPCA, 
appropriate  amendments  can  only  be 
made  if  the  findings  required  by  section 
8(b)  (2)  with  respect  to  “old  crude  oil 
production”  are  made.  Accordingly,  with 
respect  to  each  of  the  prcgx>sals  that 
follow,  FEA  solicits  comments  as  to  the 
extent  to  which  any  such  prc^)06als,  if 
adopted: 

(A)  Will  give  positive  incentives  for 

(i)  enhanced  recovery  techniques,  or 

(ii)  deep  horizon  development  for  such 
properties:  or 

(B)  [Are]  necessary  to  take  into  ac- 
coimt  declining  production  from  such 
properties:  and 

(C)  [Are]  likely  to  result  in  a  level  of 
production  from  such  properties  beyond 
that  which  would  otherwise  occur  if  no 
such  amendment  were  made. 

1.  Unitization.  As  FEA  noted  in  the 
Ruling,  there  will  normally  have  been 


no  change  in  ownership  or  restructuring 
of  the  right  to  produce  crude  oil  since 
before  the  base  period  (either  1972  under 
currait  regulations,  or  some  later  period 
under  the  proposed  regulations) .  In  most 
cases,  therefore,  pnnier  application  of 
the  property  conc^t  reqiilres  a  producer 
to  compare  the  property’s  current  pro¬ 
duction  levels  with  the  property’s  base 
production  control  level  in  determining 
quantities  of  new  and  released  crude  oil 
(under  current  regulations)  or  quanti¬ 
ties  of  upper  tier  crude  oil  (under  the 
proposed  regulations) . 

There  are  cases,  however,  where  pro- 
duction  operaticms  have  been,  or  are 
contemplated  to  be,  significanUy  restruc¬ 
tured,  so  as  not  to  proceed  otl  the  same 
basis  as  in  the  base  period.  For  example, 
during  the  base  period,  production  op¬ 
erations  from  a  single  reservoir  may  have 
been  s{N-ead  over  many  leases  and  may 
have  been  carried  out  on  a  competitive 
basis,  whereas  the  current  (or  future) 
operation  of  the  reservoir  is  to  i^'oceed 
on  a  unitized  basis,  treating  operations 
from  all  leases  as  a  single  operation  from 
one  unit. 

In  a  simplified  example,  a  single  reser¬ 
voir  may  be  overlain  by  four  leases,  con¬ 
stituting  four  properties  under  current 
regulations.  Although  the  four  producers 
would  not  normally  be  free  to  produce  at 
unrestrained  levels  (see  the  discussion  of 
MER  allowaifies  under  port  O  below), 
the  four  pix^rties  would  normally  be 
operated  on  a  competitive  basis,  with 
each  producer  sedting  to  maximize  pro¬ 
duct!^  from  the  reservoir  through  its 
lease.  It  may  be  determined,  however, 
that  a  unitiz^  cHieration  is  the  more  de¬ 
sirable  method  of  maximizing  total 
recovery  from  the  reservoir. 

FEA  imderstands  that  the  mechanics 
of  unitizatitm  are  likdy  to  begin  with  a 
determination  that  additicxial  volumes 
of  crude  oil  can  be  recovered  from  a 
known  producing  reservoir  through  some 
form  erf  enhanced  recovery.  Hiis  deter¬ 
mination  usually  follows  a  comprehen¬ 
sive  geological  and  mglne^ing  study  of 
the  producing  charact^dstics  and  poten¬ 
tial  of  the  resoiwoir.  If  It  is  determined 
that  additional  vdumes  of  crude  oil  can 
be  recovered  from  the  reservoir  through 
the  application  erf  enhanced  recovery 
techniques,  however,  the  existing  prop¬ 
erties  that  iiHroduce  from  the  reservoir 
normally  need  to  be  unitized.  That  is, 
those  with  interests  in  the  Individual 
leases  must  agree  upon  a  method  for 
apportioning  the  benefits  of  production 
from  the  reservoir  without  regard  to  the 
lease  through  which  the  crude  oil  is 
actually  produced.  This  is  because  en¬ 
hanced  recovery  techniques  normally 
involve  the  stimulation  of  production 
through  the  injection  of  gases  or  fluids 
into  the  reservoir,  and  Injection  weUs 
distributed  widely  aaaoag  the  individual 
leases  are  employed  for  the  injection  of 
fluids  or  gases  into  the  producing  reser¬ 
voir  in  large  quantities. 

An  enhanced  recovery  project,  then, 
requires  operating  the  field  as  the  nat¬ 
ural  productive  unit  that  It  is  (rather 
than  on  a  competitive  basis),  since  the 
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Injection  project  would  necessarily 
cause  reservoir  fluids  to  flow  across  ex¬ 
isting  lease  lines.  Accordingly,  a  uniti¬ 
zation  agreement  Is  required  in  order  to 
permit  the  fleld  which  encompasses  the 
producing  reservoir  to  be  treated  as  If 
it  were  a  single  property  and  operated 
as  such.  The  competitive  operations 
which  exist  in  flelds  prior  to  unitization, 
however,  usually  follow  Individual  lease 
lines,  and  do  not  permit  this.  Therefore, 
once  it  has  been  detemUned  that  an 
enhanced  recovery  operation  is  techni¬ 
cally  feasible  for  a  particular  fleld,  ef¬ 
forts  begin  for  the  consolidation  of  the 
several  producing  rights  into  a  “iinlt.’* 
Royalty  owners  who  become  parties  to 
the  milt  by  ratifying  the  “imit  agree¬ 
ment”  are  credited  with  a  share  of  all 
crude  oil  and  natural  gas  produced  frmn 
the  reservoir,  regardless  of  whether 
crude  oil  and  gas  are  actually  produced 
from  within  the  physical  boundaries  of 
their  particular  leases.  This  is  normally 
accomplished  by  allocating  a  share  of 
the  total  unit  production  to  each  lease 
that  comprises  the  unit,  with  royalties 
then  paid  on  the  quantity  of  production 
idlocated  to  each  lease  Just  as  if  that 
amount  of  crude  oil  and  natural  gas  had 
actually  been  produced  frtmi  within  the 
physical  boundaries  of  that  particular 
lease. 

In  most  jurisdictions,  once  the  parti¬ 
cipating  leaseholders  and  royalty  own^ 
have  agreed  to  proceed  on  a  \mltlzed 
basis,  the  unitization  agreement  and  en- 
htmc^  recovery  project  require  state 
approval.  If  granted,  that  approval  es¬ 
tablishes  an  effective  date  for  the  com¬ 
mencement  of  operations  on  a  \mitized 
basis.  The  actual  implementation  of  en¬ 
hanced  recovery  trohnlques,  however, 
does  not  normally  follow  very  closely  the 
effective  date  of  imltization.  Rather, 
there  normally  exists  a  lag  time,  which 
may  vary  from  as  little  as  six  months 
or  less  to  as  much  as  two  years  or  more, 
during  which  equipment  is  ordered  and 
plans  are  completed  for  the  initiation 
of  enhanced  recovery  operations.  Dur¬ 
ing  this  start-up  period,  while  Indivldiial 
leases  may  continue  to  be  operated  sub¬ 
stantially  as  before,  but  under  the  aus¬ 
pices  of  a  single  unit  operator,  there  Is 
usually  no  significant  change  In  produc¬ 
ing  patterns.  Whm  operations  to  Im¬ 
plement  the  enhanced  recovery  project 
are  actually  begun,  however,  significant 
changes  In  producing  patterns  with  re¬ 
spect  to  Individual  leases  can  begin  to 
occur. 

By  combining  the  operations  from 
several  leases,  producers  are  able  to  di¬ 
rect  this  operation  to  the  production  of 
crude  oil  from  the  reservoir  as  a  whole. 
For  this  reason,  the  location  of  produc¬ 
ing  and  injection  wells,  for  example,  is 
determined  based  upon  the  physical 
characteristics  of  the  producing  reser¬ 
voir,  rather  than  upon  the  physical 
boxmdaries  of  the  several  participating 
leases.  Freed  from  the  artificial  geo¬ 
graphical  strictures  of  the  several  lease 
agreements,  producers  are  then  able  to 
concratrate  on  maximizing  ultimate  re¬ 
covery  from  the  reservoir. 

As  a  result  of  adapting  producing  op¬ 
erations  to  the  reservoir,  rather  than  to 


the  geograjdilcal  botmdaries  of  Individ¬ 
ual  leases,  current  productlcm  patterns 
(If  viewed  <m  a  lease-by-lease  basis) 
often  bear  no  rdationshlp  to  actual 
lease-by-lease  production  patterns  that 
existed  prior  to  unitization.  In  the  case 
of  a  secondary  recovery  project  employ¬ 
ing  a  water  flood,  for  example,  some 
wells  are  converted  to  water  injection 
wells  and  others  are  completely  shut-in. 

In  order  to  achieve  '&e  proper  applica¬ 
tion  of  the  water  flood  technique  to  the 
reservoir.  As  a  result,  some  leases  might 
be  left  with  fewer  or  possibly  even  no 
producing  wells  within  their  geographi¬ 
cal  boimdaries  after  enhanced  recovery 
operations  have  begun.  From  that  point 
forward  actual  production  from  within 
the  boimdaries  of  a  particular  lease  is 
not  relevant  to  a  determination  of  the 
share  of  that  lease  in  the  total  produc¬ 
tion  from  the  unit.  Rather,  all  crude 
oil  Is  normally  considered  to  be  pro¬ 
duced  from  the  unit  and  shared  In  by 
the  i^uidcipating  leases  not  on  the  basis 
of  actual  current  production,  but  ac¬ 
cord  to  Imputed  percentages  negotiated 
by  the  parties  and  Incorporated  In  the 
unitization  agreement  at  the  outset. 

It  is  for  this  reason  that  with  respect 
to  production  from  tmitized  properties. 
Ruling  1975-15  makes  It  clear  thsd;  FELA 
regulations  require  producers  to  treat 
the  unitized  property  as  the  aggregate 
of  all  the  leases  that  conmrise  the  unit. 
Therefore,  in  determining  quantities  of 
new  and  released  crude  oil  from  a  unit 
under  current  regulations.  Ruling  1975- 
15  requires  that  current  total  production 
fr(Mn  the  unit  exceed  the  total  base  pro¬ 
duction  control  levels  for  all  the  partic¬ 
ipating  properties  of  the  imit  before  any 
of  the  unit  production  qualifies  as  new 
crude  oil. 

This  result  is  dictated  imder  the  cur¬ 
rent  regulations  by  the  need  to  ccmipare 
ciurent  production  levels  with  like  qrian- 
tities  of  base  production  control  levds 
in  determining  whether  there  has  been 
an  increase  in  production  above  base  pe¬ 
riod  levels.  On  the  other  hand,  a  mean¬ 
ingful  comparison  could  not  ordinarily 
be  obtained  where  current  production 
flgures  from  Individual  leases  are  com¬ 
pared  with  base  period  production  levels 
from  those  leases,  because  of  the  realign¬ 
ment  of  producing  patterns  that  nor¬ 
mally  accompanies  enhanced  recovery. 
The  bulk  of  the  actual  production  frmn 
the  unit  may  be  concentrated  from  cmly 
a  few  producing  weUs  located  on  fewer 
than  all  of  the  several  leases  that  com¬ 
prise  the  unit.  Thus,  lease-by-lease  com¬ 
parisons  would  yield  no  meaningful  re¬ 
sult  in  terms  of  measuring  actual  in¬ 
creases  in  production  frwn  those  leases 
since  the  base  period. 

Accordingly,  for  purposes  of  deter¬ 
mining  new  and  released  crude  oil  under 
the  current  regulations,  the  current  total 
monthly  production  from  a  unitized 
property  must  be  compared  with  the 
limits  of  the  correspond^  right  to  pro¬ 
duce  crude  oil  that  existed  in  the  base 
period.  Possible  disincentives  to  imitiza- 
tion  and  the  increased  producticm  asso¬ 
ciated  with  unitizatlcm  whl<^  exist  un¬ 
der  this  form  of  regulation  are  discussed 
below. 


2.  Production  and  Sale  of  Upper  Tier 
Crude  Oil  from  Unitized  Properties. — 
a.  Stripper  Well  Leases.  Current  price 
regulations  might  tend  to  discourage 
producers  of  stripper  well  leases  fitmi 
entering  unitization  agreements  because 
of  the  potential  loss  of  the  pix^rty’s 
uncontrolled  (or  upper  tier)  status.  For 
example.  If  a  stripper  well  lease  Is  imit- 
ized  ^th  other,  non-stripper  well  leases, 
the  resultant  production  rate  (when  the 
tmit  production  is  averaged  over  the  to¬ 
tal  number  of  wells  in  the  tmlt)  might 
exceed  10  barrels  per  well  per  day.  If 
the  effect  of  Ruling  1975-15,  as  applied 
to  this  example,  is  to  remove  the  imcon- 
troUed  status  of  the  production  and  sale 
of  crude  oil  from  this  prevlously-quali- 
fled  stripper  well  lease,  the  producer 
might  be  reluctant  to  enter  the  unit 
imless  his  share  of  crude  oil  production 
were  to  be  increased  signiflcantly. 

FEA  has  not  determined  the  extent  to 
which  the  current  price  regulations  act 
to  discourage  imltization  as  described  In 
the  example  above.  Comments,  there¬ 
fore,  are  expressly  solicited  addressed  to 
whether  such  an  amendment^  if  ad(H>ted, 
would  ensure  the  maximum  participa¬ 
tion  by  stripper  well  leases  in  enhanced 
recovery  units.  FEA,  Is  therefore,  con¬ 
sidering  a  possible  amendment  to  the 
regulations  in  this  regard  which  would 
provide  that  when  a  previously-qualified 
stripper  well  lease  has  been  imitized  with 
other  properties  (some  or  all  of  which 
are  non-stripper  well  leases),  the  strip¬ 
per  well  lease  would  be  deemed  to  con¬ 
tribute  to  the  unit  an  amount  of  upper 
tier  crude  oil  equal  to  its  average  daily 
production  of  crude  oil,  excluding  con¬ 
densate  recovered  in  non-associated 
production,  calculated  over  the  6  month 
period  (or  alternatively  the  3  or  12 
month  period)  immediately  preceding 
unitization.  For  example,  if  a  stripper 
well  lease  had  been  pr^ucing  a  tot^  of 
38  barrels  of  crude  oil  per  day  (averaged 
over  the  preceding  period),  the  same 
quantity  of  crude  oil  would  retain  its 
upper  tier  status  when  produced  from 
the  unit.  Therefore,  after  unitization,  38 
barrels  per  day  of  crude  oil  produced 
fnxn  the  unit  would  continue  to  be 
classified  as  upper  tier  crude  oil  and 
could  be  sold  at  the  upper  tier  ceiling 
price,  without  regard  to  whether  the 
unit,  as  a  whole,  was  producing  in  ex¬ 
cess  of  Its  BPCffj,  and  such  upper  tier 
crude  oil  deemed  to  have  been  produced 
from  a  stripper  well  lease  would  be  in 
addition  to  any  upper  tier  crude  result¬ 
ing  from  production  in  excess  of  the 
unit’s  BPCL. 

b.  New  Crude  OU.  Just  as  the  producer 
of  a  previously-qualified  stripper  weU 
lease  might  be  discouraged  from  enter¬ 
ing  a  unitization  agreement  to  facilitate 
an  enhanced  recovery  project  unless  as¬ 
sured  of  the  continued  production  of 
upper  tier  crude  oil.  so  might  the  pro¬ 
ducer  of  new  crude  oil  If  the  effect  of 
unitization  would  be  to  reclassify  his 
current  production  as  lower  tier  crude 
oil. 

Producers  maintain,  for  example,  that 
where  a  potential  unit  would  be  com¬ 
prised  of  several  properties  currently 
producing  at  sub- 1972  levels,  or  with 
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large  earrent  cumulative  deficiencies,  the 
producer  operating  a  pn^ierty  that  quali- 
fiee  some  (v  an  of  its  production  as  new 
crude  ofl  might  be  discouraged  under 
current  r^^ulatkms  (as  interpreted  by 
RoHiig  1975-15)  from  entering  the  unit 
If  the  total  amount  (rf  crude  OH  pro- 
ducticn  from  ah  properties  to  be  unitized 
were  Insufficient  to  exceed  the  total 
BPCL’s  of  the  participating  properties, 
inrhiriing  any  total  current  cumulative 
ddlclencles  of  those  properties. 

FEIA  believes  that  to  whatever  extent 
the  current  regulations  might  act  as  a 
disincentive  to  unitization,  this  disincen¬ 
tive  should  be  largely  eliminated  under 
the  revised  BPCL  associated  with  the 
EPCA-lmplementlng  regulations  pro¬ 
posed  today.  Establishing  a  more  recent 
BPCL  based  upon  production  and  sale 
of  old  crude  oil,  for  example,  will  have 
the  effect  of  eliminating  all  current 
cumulative  deficiencies  as  of  February  1, 
1976.  Therefore,  producers  would  begin 
in  February  1976,  xmder  the  EPCA-im- 
plementing  regvilatlons,  with  revised 
BPCffj’s.  Once  new  crude  oil  was  sold 
from  a  property  after  that  time,  the 
cumulathre  deficiency  provisions  would 
begin  to  run  anew,  of  course,  to  provide 
the  additional  Incentive  to  maintain 
levels  of  increased  production.  Accord¬ 
ingly,  there  Is  not  likely  in  the  near 
future  to  be  any  disincentive  to  the  pros¬ 
pective  imitlzation  of  properties  arising 
out  of  the  potential  loss  of  upper  tier 
crude  oU  derived  from  production  and 
sale  in  excess  of  a  property’s  BP(X,  even 
where  the  individual  lease  BPCL’s  are 
combined  to  form  a  single  BPCL  for  the 
imlt.  FEA,  however,  requests  comments 
on  the  extent  to.  which  the  establish¬ 
ment  of  a  more  recent  BPCL  will  operate 
to  maintain  imits  in  existence  which 
were  formed  between  1973  and  1975. 

For  tmlts  estaUlshed  later  in  1976  or 
thereafter  as  individual  leases  may  begin 
to  accumulate  deficiencies  or  to  fall 
below  their  revised  BPCL’s,  a  special  rule 
may  be  needed.  One  proposal,  which 
FEA  believes  to  have  merit,  would  permit 
the  determination  of  quantities  of  new 
crude  oil  from  enhanced  recovery  units 
to  be  based  upon  an  even  more  current 
base  leveL  This  special  BPCL  rule  would 
apply  only  to  unitized  properties,  which 
would  qualify  for  the  special  treatment 
at  the  time  enhanced  recovery  opera¬ 
tions  were  commenced.  Prior  to  that 
time,  quantities  of  new  crude  oil  would 
continue  to  be  calculated  on  a  lease-by¬ 
lease  basis,  provided  that  no  significant 
changes  had  occurred  with  respect  to 
producing  operations.  However,  if  pro¬ 
ducing  patterns  were  significantly  al¬ 
tered  so  as  to  bear  no  meaningful  rela¬ 
tionship  to  1972  patterns,  new  crude  oil 
would  have  to  be  determined  in  accord¬ 
ance  with  Ruling  1975-15.  Once  enhanced 
recovery  operations  were  begun,  a  special 
BP<X  rule  would  apply  and  a  more  cur¬ 
rent  base  level,  perhaps  production  from 
all  the  several  leases  during  the  calendar 
year  immediately  preceedlng  implemen¬ 
tation  of  enhanc^  recovery,  would  be 
used  to  determine  increases  in  produc¬ 
tion. 

In  order  to  ensure  that  the  proposal 
outlined  above  would  be  properly  used 
as  an  incentive  only  in  cases  of  legiti¬ 


mate  enhanced  recovery  projects  on 
unitized  fieids,  FEA  pnH>o6es  as  a  thres¬ 
hold  qualification  tl^t  the  appr(H>nate 
state  regulatory  authority  have  approved 
the  unitization  agreement  and  enhanced 
recovery  project.  In  states  where  such 
prior  approval  is  not  required  by  law, 
prior  FEA  approval  would  be  required. 

In  this  conte^  FEA  solicits  comments 
that  would  aid  in  adopting  a  definition  of 
“enhanced  recovery”  that  would  best 
serve  the  policy  of  promoting  real  in¬ 
creases  in  the  production  of  crude  oil. 
For  purposes  of  receiving  comment  with 
respect  to  this  issue,  FEA  proposes  to  de¬ 
fine  “enhanced  recovery”  as  “any  method 
of  recovering  crude  oil  in  which  part  of 
the  energy  employed  to  move  the  crude 
oil  through  the  reservoir  is  applied  from 
extraneous  sources  by  the  injection  of 
liquids  or  gases  into  the  reservoir.” 

G,  DefinitUm  of  “Proverty".  Ruling 
1975-15  also  held  that  since  the  property 
as  it  existed  during  the  base  period  must 
be  used  as  the  basis  for  comparison  of 
production  volumes,  a  new  property — 
and,  hence,  new  crude  oil — cannot  be 
created  simply  by  subdividing  a  property 
that  existed  during  the  base  period. 

Producers  have  urged  that  this  Ruling 
makes  it  impossible  for  independent  pro¬ 
ducers  to  undertake  production  on  por¬ 
tions  of  properties  that  are  “f armed-out” 
to  them  by  major  companies,  since  the 
costs  of  such  new  production  can  only 
be  justified  by  upper  tier  prices.  While 
it  has  not  been  determined  that  a  reg¬ 
ulatory  amendment  is  needed  in  this 
regard,  FEA  believes  that  there  may  be 
some  merit  to  thiscontention.  Under  cur¬ 
rent  regulations,  however,  there  woiild  be 
no  basis  for  distinguishing  such  legiti¬ 
mate  subdivisions  of  properties  from 
those  imdertaken  simply  to  gerrymander 
existing  properties  to  create  new  crude 
oil — without  any  additional  production 
resulting  therefrom.  Accordingly,  FEA 
will  consider  comments  addressed  to  the 
extent,  if  any,  to  which  the  current  price 
regulations,  as  interpreted  by  Ruling 
1975-15,  act  to  discourage  increases  in 
production  through  farm-outs.  The  fol¬ 
lowing  proposal  to  revise  the  definition  of 
property  would,  in  part,  address  this 
problem. 

The  PEA  is  proposing  for  comment  an 
amended  definition  of  property,  to  be 
applied  prospectively,  effective  Pebimry 
1, 1976,  in  determining  quantities  (ff  new 
crude  oil  from  all  proposes,  and  solicits 
comments  as  to  whether  the  proposed 
definition  provides  a  more  appropriate 
method  for  determining  cxurent  r^  in¬ 
creases  in  crude  oil  production  as  meas¬ 
ured  against  the  base  p)eriod. 

The  proposed  definition  would  define 
as  the  property,  the  right  to  produce 
crude  oil  from  a  reservoir,  whether  aris¬ 
ing  from  a  lease  or  from  a  fee  Interest. 
The  amended  definition,  if  adopted, 
would  recognize  the  existence  of  separate 
properties  on  one  lease,  where  the  lease 
encompasses  separate  and  distinct  pro¬ 
ducing  reservoirs. 

Just  as  FEA  recognized  in  Ruling 
1975-12  (CalculaUcm  of  “Average  Dally 
Production”  for  Purposes  <rf  the  Stripper 
Wdl  Lease  Exemption  of  10  CPR  210.32 
where  Production  has  been  Curtailed: 
40  FR  40828,  September  4,  1975)  that 


production  from  a  separate  and  distinct 
reservoir  may,  in  the  case  of  a  multiple 
conu>letioa  w^  represent  a  significant 
capital  investment.  It  recognizes  also 
that  for  purposes  of  determining  quan¬ 
tities  of  new  crude  oil  there  may  be  valid 
policy  considerations  involved  in  treat¬ 
ing  separate  reservoirs  as  separate  prop¬ 
erties,  even  though  both  reservoirs  are 
overlain  by  a  single  lease.  Therefore,  FEA 
specifically  solicits  conunents  as  to 
whether  there  is  sufficient  justification 
for  so  treating  separate  reservoirs,  and, 
if  so,  the  appropriate  method  cA  defining 
reservoirs  and  of  determining  the  vol¬ 
umes  of  production  attributable  to  them, 
I>artlcularly'  in  cases  where  there  are 
multiple  completion  wells. 

In  this  regard,  however,  FEA  is  con¬ 
cerned  that  the  practice  of  state  regula¬ 
tory  authorities  in  establishing  maxi¬ 
mum  efficient  rate  (MER)  allowables 
would  appear  in  some  circumstances  to 
result  under  current  regulations  to  the 
classification  of  some  production  as  new 
crude  oil  in  cases  where  there  has  been 
no  actual  Increased  production  frcwn  a 
reservoir  above  1972  levels. 

Maximum  efficient  rate  is  defined  gen¬ 
erally  as  “[tlhe  maximum  rate  at  which 
oU  can  be  produced  without  excessive 
decline  or  loss  of  reservoir  energy." 
H.  Williams  and  C.  Meyers,  Manual  of 
on  and  Gas  Terms  258  (3d  ed.  1971). 
Some  states,  notably  Texas,  establish  al¬ 
lowables  for  each  known  producing  res¬ 
ervoir  as  an  upper  production  limit  for 
that  reservoir.  IT  there  is  more  than  one 
lease  producing  from  the  reservoir,  al¬ 
lowables  are  normally  established  for 
each  lease,  usually  on  a  well-by-well 
basis.  Hie  total  allowables  for  the  reser¬ 
voir,  therefore,  is  equal  to  the  sum  of 
all  allowables  for  all  wells  that  produce 
crude  oil  from  that  reservoir.  Maximum 
rates  are  prescribed  by  the  state  in  order 
to  prevent  production  at  Indiscriminately 
excessive  rates,  which  might  maximizj* 
production  in  the  short  run  yet  reduce 
the  likelihood  of  obtaining  the  most  effi¬ 
cient  recovery  of  reservoir  fiuids  over  the 
longterm. 

While  FEA  is  in  favmr  of  methods  es¬ 
tablished  by  state  authorities  that  are 
designed  to  ensure  the  most  efBrient  pro¬ 
duction  of  crude  oil  over  the  long  term, 
there  is  nevertheless  a  basis  for  concern 
that  the  Incentives  contained  in  current 
FEA  crude  oil  price  regulations  may  not 
be  effective  in  promoting  real  Increases 
in  crude  production  from  properties 
located  in  those  states  that  estalriish 
allowables,  but  may  simply  result  in 
windfalls  to  those  producers  receiving  a 
larger  portion  of  a  reservoir  output.  This 
is  best  illustrated  in  the  example  of  sev¬ 
eral  leases  that  produce  crude  oil  from 
the  same  reservoir.  If  there  has  been  no 
upward  adjustment  to  the  reservoir  al¬ 
lowables  since  1972,  and  if  all  leases  were 
(H>erating  in  1972  at  allowable  levels, 
there  can  have  been  no  Increase  in  pro¬ 
duction  from  the  reservoir  above  1972 
levels  without  a  violation  of  state  regula¬ 
tions.  However,  if  there  has  been  a  redis¬ 
tribution  of  the  total  reservoir  production 
among  the  several  leases,  there  may  be 
apparent  increased  production  from  any 
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one  or  more  of  those  leases.  For  example, 
where  the  reservoir  production  was  400 
barrels  per  day  both  in  1972  and  today, 
and  where  each  of  four  leases  was  as¬ 
signed  an  allowable  of  100  barrels  per 
day  in  1972,  and  if  the  MER  for  one 
lease  was  decreased  by  75  barrels  per 
day  and  the  MER  for  each  of  the  other 
three  leases  was  increased  by  25  barrels 
per  day,  part  of  the  current  production 
from  three  of  the  leases  would  now 
qualify  as  new  crude  oil.  In  that  case, 
each  of  the  three  leases  would  qualify 
under  current  regulations  for  25  barrels 
of  new  and  25  barrels  of  released  crude 
oil  per  day,  even  though  there  had  been 
no  actual  increase  in  production  from 
the  reservoir,  and  even  though  no  steps 
to  Increase  production  were  taken  other 
than  to  operate  at  an  increased  rate. 

Accordingly,  FEA  solicits  comments  di¬ 
rected  to  whether  the  current  property 
definition  can  be  revised  so  as  to  provide 
a  method  to  measure  real  increases  in 
production.  For  example,  it  might  be  ap¬ 
propriate  to  provide  by  regulation  that  no 
upper  tier  crude  oil  shall  be  sold  which 
Is  produced  from  a  property  which  pro¬ 
duces  from  a  reservoir  which  has  not 
had  an  increase  in  its  allowables  since 
1972.  Comments  are  also  solicited  as  to 
the  extent  to  which  the  state  systems  of 
allowables  operate  as  described  above. 
Specific  data  is  requested  from  which  it 
can  be  determined  Uie  extent  to  which 
levels  of  “new  crude  oil,”  as  calculated 
under  current  regulations,  represent 
real,  or  only  apparent,  increases  in  crude 
oil  production  above  base  period  levels. 

Finally,  PEA  solicits  comments  as  to 
the  appropriate  method  of  determining 
BPCL’s  should  a  revised  definition  of 
property  be  adopted.  That  is,  if  the  pro¬ 
posed  amendment  to  the  definition  of 
property  is  adopted,  it  may  result  in  some 
producers  having  to  treat  what  was 
formerly  one  property,  as  two  or  more 
properties.  Comments  should  address  the 
specific  mechanisms  for  allocating  the 
base  period  production  and  sale  of  old 
crude  oil  to  toe  “new”  properties. 

H.  Heavy  California  Crvde  Oil.  On 
July  1,  1975,  PEA  gave  notice  (40  PR 
28637,  July  8,  1975)  of  a  proposed  rule- 
making  and  public  heari^  to  consider 
whether  to  permit  an  adjustment  in  toe 
gravity  price  differential  for  crude  oil 
produced  in  California.  After  considera¬ 
tion  of  all  toe  written  and  oral  presen¬ 
tations  received  in  connection  with  toe 
luroceeding,  and  after  consideration  of 
PEA’S  analysis  of  toe  Impact  of  permit¬ 
ting  such  an  adjustment,  FEA  deter¬ 
mined  that  no  adjustment  should  be 
permitted. 

FEA  concluded  that  adjustments  were 
not  appropriate  because — 

(1)  Current  differentials  for  “uncontrolled” 
crude  oU  produced  In  California  may  not 
reflect  long-term  market  changes,  but  may 
reflect  Instead  the  relatively  higher  prices  of 
residual  fuel  oil,  which  more  directly  reflect 
the  higher  prices  of  Imported  residual  fuel 
oil  than  do  the  prices  of  other  petroleum 
prices;  and 

(2)  There  was  no  evidence  to  support  the 
conclusion  that  a  special  upward  price  ad¬ 
justment  for  California  would  result  In  more 


increased  production  than  would  result  If  the 
same  price  adjustment  were  applied  In  other 
areas  of  the  nation. 

Accordingly,  on  November  17,  1975,  FEA 
Issued  a  “Witodrawal  of  Notice  of  Pro¬ 
posed  Rulonaklng”  (40  PR  54263,  Nov¬ 
ember  21, 1975) . 

Since  that  time,  numerous  California 
producers  and  royalty  owners,  including 
toe  State  and  certain  local  governments, 
have  urged  FEA  to  reconsider  toe  deci¬ 
sion  not  to  (lermit  an  adjustment  to  ex¬ 
isting  gravity  price  differentials  for  old 
crude  oil  produced  in  California.  These 
parties  have  urged  that  such  an  adjust¬ 
ment  is  warranted,  based  upon  new  data 
not  previously  made  available  to  FEA. 

It  should  be  noted  that  any  adjust¬ 
ments,  if  determined  to  be  warranted, 
would  be  made  only  to  toe  May  15,  1973 
posted  prices  which  form  toe  basis  for  old 
crude  oil  prices.  No  adjustments  would 
be  needed  with  regard  to  September  1975 
uncontrolled  prices,  inasmuch  as  dif¬ 
ferentials  existing  at  that  time  were 
determined  without  regard  to  FEA  price 
regulations. 

Accordingly,  FEA  solicits  comments  on 
toe  extent,  if  any,  to  which  any  informa¬ 
tion  not  previously  msMie  available  tends 
to  affect  toe  conclusions  stated  in  the 
November  17, 1975  decision  not  to  permit 
adjustments  to  May  15,  1973  price  dif¬ 
ferentials.  Inasmuch  as  comments  re¬ 
ceived  in  toe  prior  proceeding  indicated 
that  toe  considerations  that  obtain  in 
California  also  obtain  in  Alaska  and 
perhaps  elsewhere  with  respect  to  this 
issue,  FEA  will  also  consider  whether 
to  amend  toe  regulation  with  repsect  to 
crude  oil  produced  in  Alaska  or  elsewhere 
in  toe  same  manner  as  was  proposed 
initially  with  respect  to  crude  oil  pro¬ 
duced  in  California.  In  this  regard,  FEA 
solicits  data  in  support  of  toe  contention 
that  toe  adjustment  is  warranted.  How¬ 
ever,  to  toe  extent,  if  any,  to  which  ad¬ 
justments  are  per^ted  (and  prices  for 
old  crude  oil  are  permitted  to  increase) 
FEA  is  required  to  make  toe  statutory 
findings  of  section  8(b)  (2)  of  toe  EPCA. 
Accordingly,  ccmunents  should  address 
toe  extent,  if  any,  to  which  an  adjust¬ 
ment  to  May  15,  1973  differentials  for 
heavy  crude  oil  produced  in  California, 
Alaska,  or  elsewhere  (A)  will  give  posi¬ 
tive  incentives  for  (i)  enhanced  recovery 
techniques,  or  (ii)  deep  horizon  develop¬ 
ment  for  such  pr<H>erUes;  or  (B)  is  nec¬ 
essary  to  take  into  account  declining 
production  from  suto  properties;  and 
(C)  is  likely  to  result  in  a  level  of  pro¬ 
duction  from  such  properties  beyond 
that  which  would  otherwise  occur  if  no 
such  amendment  were  made. 

I.  Future  EPCA  Implementing  Regula¬ 
tions.  Pursuant  to  section  401  of  the 
EPCA,  the  President — 

may  provide  for  an  adjustment  to  the  maxi¬ 
mum  weighted  average  first  sale  price  .  .  . 
to  begin  no  earlier  than  In  [March  1976] — 

(A)  to  take  Into  account  the  Impact  of 
Inflation  as  measured  by  the  GNP  deflator; 
and 

(B)  as  a  production  Incentive.  .  .  . 

At  toe  conclusion  of  this  rulemaking 
prior  to  February  1,  1976,  FEA  will  pro¬ 
pose  adjustments  to  the  ceiling  prices 


established  for  domestic  crude  oil  which 
are  consistent  with  the  adjustments  al¬ 
lowed  to  the  maximum  wel^ted  average 
first  sale  price,  pursuant  to  section  401  of 
the  EPCA.  FEA  will  also  consider  toe  use 
of  a  mechanic  to  adjust  the  BPCL  for 
each  property,  to  take  Into  account  toe 
natural  decline  rate,  and  whether  an  ad¬ 
justment  to  the  basic  price  mechanism, 
such  as  toe  implementation  of  additional 
tiers,  is  warranted.  This  second  rulemak¬ 
ing  proceeding  will  be  effective  for  March 
1976  and  each  of  toe  months  thereafter 
during  which  price  controls  on  crude  oil 
continue  in  effect. 

IV.  Procedures  for  Receiving  Comments 

AND  Conducting  Public  Hearing 

Interested  persons  are  invited  to  par¬ 
ticipate  in  this  rulemaking  by  submitting 
data,  view’s  or  arguments  with  respect  to 
toe  proposals  set  forth  in  this  notice  to 
Executive  Communications,  Room  3309, 
Federal  Energy  Administration,  Box  FD, 
Washington,  D.C.  20461. 

Comments  should  be  identified  on  toe 
outside  envelope  and  on  documents  sub¬ 
mitted  to  FEA  Executive  Communica¬ 
tions  with  toe  designation  “Domestic 
Crude  Oil  Prices.”  Fifteen  copies  should 
be  submitted.  All  comments  received  by 
Thursday,  January  22,  1976,  before  4:30 
p.m.,  e.s.t.,  and  all  other  relevant  infor¬ 
mation,  will  be  considered  by  toe  Federal 
Energy  Administration  before  final  ac¬ 
tion  is  taken  on  toe  proposal  regulations. 

The  proposals  made  in  this  notice  are 
complex  and  interrelated.  Parties  com¬ 
menting  on  this  notice  are  requested, 
therefore,  to  identify  clearly  toe  aspects 
of  the  notice  upon  which  they  are  com¬ 
menting,  in  order  to  facilitate  FEA  con¬ 
sideration  of  their  comments.  The  FEA 
intends  to  adopt  whatever  proposal  or 
combination  of  proposals  iu?pears  best 
suited  to  carrying  out  the  intent  of  toe 
EPCA,  and  parties  commenting  on  these 
proposals  are  toeref ore  urged  to  construe 
broadly  the  scope  of  this  notice  and  to 
comment  on  all  aspects  of  the  possible 
new  crude  oil  price  regulations  that  may 
be  of  interest  to  them. 

Any  information  or  data  considered  by 
toe  person  furnishing  it  to  be  confiden¬ 
tial  must  be  so  identified  and  submitted 
in  writing,  one  copy  only.  The  FEA 
reserves  toe  right  to  determine  toe  con¬ 
fidential  status  of  toe  information  or 
data  and  to  treat  it  according  to  its  deter¬ 
mination.  The  public  hearing  in  this 
proceeding  will  be  held  at  9:30  a.m.,  e.s.t., 
on  Thursday,  January  22  and  Friday, 
January  23,  1976,  in  Room  2105,  2000  M 
Street,  N.W.,  Washington,  D.C.  20461,  in 
order  to  receive  comments  from  Inter¬ 
ested  persons  on  toe  matters  set  forth 
herein. 

Any  person  who  has  an  interest  in  the 
propos^  amendments  issued  today,  or 
who  is  a  representative  of  a  group  or 
class  of  persons  that  has  an  interest  in 
today's  proposed  amendments,  may 
make  a  written  request  for  an  opportu¬ 
nity  to  make  oral  presentatiim.  Such  a 
request  should  be  directed  to  Executive 
Communications.  FEA,  and  must  be  re¬ 
ceived  before  4:30  pjn.,  e^.t.,  on  Mon¬ 
day,  January  19,  1976.  Such  a  request 
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may  be  hand  delivered  to  Room  3309, 
Federal  Building,  12th  and  Pennsyl¬ 
vania  Avenue,  NW„  Washington,  D.C., 
between  the  hours  of  8  a.m.  and  4:30 
p.m.,  Monday  through  Friday.  The  per¬ 
son  making  the  request  shovild  be  pre¬ 
pared  to  describe  the  interest  concerned, 
if  appropriate,  to  state  why  he  is  proper 
representative  of  a  group  or  class  of  per¬ 
sons  that  has  such  an  interest,  and  to 
give  a  concise  siunmary  of  the  prwosed 
oral  presentation  and  a  phone  number 
where  he  may  be  contacted  through 
Wednesday,  January  21, 1976.  Each  per¬ 
son  selected  to  be  heard  will  be  so  noti¬ 
fied  by  the  FEA  before  4:30  pjn.,  Tues¬ 
day,  January  20,  1976  and  must  submit 
100  copies  of  his  statement  to  Alloca¬ 
tions  Regulations  Development  Office, 
FEA,  Room  2214,  2000  M  Street,  NW., 
Washington,  D.C.  20461,  before  4:30  p.m., 
e.s.t.,  on  Wednesday,  January  21, 1976. 

The  FEA  reserves  the  right  to  select 
the  persons  to  be  heard  at  these  hear¬ 
ings,  to  schedule  their  respective  pres¬ 
entations,  and  to  establish  the  proce¬ 
dures  governing  the  conduct  of  the 
hearings.  The  length  of  each  presenta¬ 
tion  may  be  limited,  based  on  the  num¬ 
ber  of  persons  requesting  to  be  heard. 

An  FEA  official  will  be  designated  to 
preside  at  the  hearings.  These  will  not  be 
judicial  or  evidentiary-type  hearings. 
Questions  may  be  asked  only  by  those 
conducting  the  hearings,  and  there  will 
be  no  cross-examination  of  persons  pre¬ 
senting  statements.  Any  decision  made 
by  the  FEA  with  respect  to  the  subject 
matter  of  the  hearings  will  be  based  on 
all  Information  available  to  the  FEA. 
At  the  conclusion  of  all  initial  oral  state¬ 
ments,  each  person  who  has  made  an 
oral  statement  will  be  given  the  (^por- 
tunity,  if  he  so  desires,  to  make  a  rebuttal 
statement.  The  rebuttal  statements  will 
be  given  in  the  order  in  which  the  initial 
statements  were  made  and  will  be  sub¬ 
ject  to  time  limitations. 

Any  interested  person  may  submit 
questions  to  be  asked  of  any  person  mak¬ 
ing  a  statement  at  the  hearings,  to 
Executive  Communications,  FEA,  before 
4:30  p.m.,  e.s.t.,  Wednesday,  January  21, 
1976.  Any  person  who  wishes  to  ask  a 
question  at  the  hearings  may  submit  the 
question,  in  writing,  to  the  presiding 
officer.  The  FEA  or  the  presiding  officer, 
if  the  questiim  is  submitted  at  the  hear¬ 
ings,  will  determine  whether  the  question 
is  relevant,  and  whether  the  time  limita¬ 
tions  permit  it  to  be  presented  for 
answer. 

Any  further  procedmal  rules  needed 
for  the  proper  conduct  of  the  hearings 
will  be  annoimced  by  the  presiding 
officer. 

A  transcript  of  the  hearings  will  be 
made  and  the  entire  record  of  the  hear¬ 
ings,  including  the  transcript,  will  be 
retained  by  FEA  and  made  available  for 
inspection  at  the  Freedom  of  Informa¬ 
tion  Office,  Room  3116,  Federal  Building, 
12th  and  Pennsylvania  Avenue,  NW., 
Washington,  D.C.,  between  the  hours  of 
8  am.  and  4:30  pm.,  Monday  through 
Friday.  Any  person  may  purchase  a  copy 
of  the  transcript  trom  the  reporter. 


As  required  by  section  7(c)  (2)  of  the 
Federal  Energy  Administration  Act  of 
1974,  Pub.  L.  93-275,  a  copy  of  this  notice 
has  been  sidimitted  to  the  Administrator 
of  tlM  Environmental  Protection  Agency 
for  his  comments  concerning  the  impact 
of  this  proposal  on  the  quality  of  the 
environment  The  Administrator  had  no 
cmnments  on  this  proposal. 

This  proposal  ht&  b^n  reviewed  in  ac¬ 
cordance  with  Executive  Order  11821, 
issued  November  27,  1974,  and  has  been 
determined  not  to  be  a  nature  that  re¬ 
quires  an  evaluation  of  its  inflationary 
impact  pursuant  to  Executive  Order 
11821. 

(Emergency  Petroleum  Allocation  Act  ol 
1973,  Pub.  L.  93-159,  as  amended,  Pub.  L. 
93-611,  Pub.  L.  94-99.  Pub.  L.  94-133  and 
Pub.  L.  94-163;  Federal  Energy  Administra¬ 
tion  Act  of  1974,  Pub.  L.  93-275;  E.O.  11790, 

39  FR  23185). 

In  consideration  of  the  foregoing,  it  is 
proposed  to  amend  Parts  210  and  212  of 
Chapter  n  of  Title  10  Code  of  Federal 
Regulations,  as  set  forth  below. 

Issued  in  Washington,  D.C.  January  6, 
1976. 

Michael  F.  Butler, 

General  Counsel, 
Federal  Energy  Administration. 

§  210.32  [Deleted] 

1.  Section  210.32  is  deleted. 

2.  Section  212.52  is  revised  to  read  as 
follows: 

§  212.52  Sales  by  Federal,  .State  or  local 
governments. 

The  prices  charged  for  any  sale  of  a 
covered  product  by  any  Federal  depart¬ 
ment,  agency,  or  other  instrumentality, 
including  any  wholly  owned  Oovemment 
corporation  as  defined  in  the  Govern¬ 
ment  Corporation  Control  Act  of  1945, 
as  amended,  and  by  State  and  local  gov¬ 
ernments  are  subject  to  the  price  regula¬ 
tions  of  this  part,  except  that,  with  re¬ 
spect  to  deliveries  of  crude  oil  made  on  or 
before  February  21, 1974,  a  State  or  local 
governments  may  charge  a  bonus  price 
per  barrel  of  crude  oil  provided  that  such 
Ixmus  price  was  stipulated  in  existing 
contracts  and  provided  further  that  the 
balance  of  the  price  per  barrel  shall  be 
based  upon  lawful  prices  charged  for 
domestic  crude  oil  subject  to  price  regu¬ 
lations  in  effect  at  the  time  such  deli¬ 
veries  were  made,  and  not  upon  prices 
charged  for  crude  oil  that  was  exempt 
from  price  regulation. 

§  212.54  [Deleted] 

3.  Section  212.54  is  deleted. 

4.  Section  212.71  is  revised  to  read  as 
follows: 

§  212.71  Applicability. 

This  subpart  applies  to  any  first  sale 
of  domestic  crude  oil. 

5.  Section  212.72  is  amended  to  delete 
the  definitions  of  “Retroactive  increase 
in  price.”  and  “Stripper  well  crude  oU,” 
to  revise  th»  definitions  of  “Base  pro- 
ductitm  control  level  crude  oil.”  “New 
crude  oil,”  “Old  crude  oil,”  and  “Prop¬ 
erty,”  and  to  add  the  definitions  of  “Cur- 
reat  ctimulative  deficiency,”  and  “First 
sale”  to  read  as  fcdlows: 


§  212.72  Delinitioiw. 

“Base  production  control  level  crude 
oil”  for  a  particular  month  for  a  particu¬ 
lar  property  means:  (1)  prior  to  Febru¬ 
ary  1.  1976. 

(1)  If  crude  oil  was  produced  and  sold 
from  that  property  in  every  mcmth  of 
1972,  the  total  number  of  barrels  of  do¬ 
mestic  crude  oil  produced  and  sold  frmn 
tiiat  property  in  the  same  m(xith  of  1972 ; 

(ii)  If  domestic  crude  oil  was  not  pro¬ 
duced  and  sold  from  that  prop«^  in 
every  month  of  1972,  the  total  number 
of  barrels  of  domestic  crude  oil  pro¬ 
duced  and  sold  from  that  property  in 
1972,  divided  by  12; 

(2)  Effective  February  1, 1976,  the  total 
number  of  barrels  of  old  crude  oil  pro¬ 
duced  and  sold  from  the  property  during 
calendar  year  1975,  divided  by  12. 

•  •  •  •  • 
“Current  cumulative  deficiency  in  base 
production  control  level  crude  oil” 
means:  (1)  prior  to  February  1, 1976,  the 
total  number  of  barrels  by  which  pro¬ 
duction  and  sale  of  crude  oil  was  less 
than  the  base  production  control  level, 
for  all  months  in  which  production  and 
sale  of  crude  oil  was  1^  than  the  base 
production  control  level  subsequent  to 
the  first  month  in  which  new  crude  oil 
was  produced  and  sold,  minus  the  total 
number  of  barrels  of  domestic  crude  oil 
produced  and  s(dd  in  each  prior  month 
which  was  in  excess  of  the  base  produc¬ 
tion  control  level  for  that  month,  but 
which  was  not  classified  as  new  crude  oil 
because  of  this  requirement  to  reduce  the 
amount  of  new  crude  oil  in  each  month 
by  the  amount  ot  the  current  cumulative 
deficiency  in  base  production  control 
level  crude  oil; 

(2)  Effective  February  1, 1976,  the  total 
number  of  barrels  by  which  production 
and  sale  of  crude  oil  has  been  less  than 
the  base  production  contnd  level  subse¬ 
quent  to  the  first  month  after  Febru¬ 
ary  1,  1976  in  which  new  crude  oil  was 
produced  and  sold,  minus  the  total  num¬ 
ber  of  barrels  of  domestic  crude  oil  pro¬ 
duced  and  sold  hi  each  prior  m<Hith  after 
February  1.  1976,  but  which  was  not 
classified  as  new  crude  oil  because  of  this 
requirement  to  reduce  the  amount  of 
new  crude  oil  in  each  month  by  the 
amount  of  the  currmt  cumulative  defi¬ 
ciency  in  base  production  control  level 
crude  oil. 

•  •  •  #  • 

“First  sale”  means  the  first  transfer 
for  value  by  the  producer  or  royalty 
owner.  With  respect  to  transfers  between 
affiliated  entitles,  the  “first  sale”  shall  be 
imputed  to  occur  at  the  same  point  as  in 
arms-length  transactions. 

m  ^  m  m  m 

“New  crude  oil”  means,  with  respect 
to  a  specific  iMXiperty :  ( 1 )  prl<M:  to  Febru¬ 
ary  1,  1976,  the  total  number  of  barrels 
of  domestic  crude  oil  produced  and  sold 
in  a  specific  m(mth,  less  (1)  the  base  pro¬ 
duction  control  level  for  that  month,  and 
less  (ii)  the  currmt  cumulative  defi¬ 
ciency  in  base  production  control  level 
crude  oil; 

(2)  Effective  February  1, 1976,  the  total 
number  of  barrels  of  domestic  crude  oil 
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produced  and  sold  in  a  specific  month, 
less  (!)  the  property’s  base  production 
control  level  and  less  (ii)  the  current 
cumulative  deficiency  in  base  production 
control  level  since  February  1,  1976;  and 
(3)  Shall  not  include  any  number  of 
barrels  not  certified  as  such  pursuant  to 
the  provisions  of  S  212.131(a)  (1)  within 
the  consecutive  two-month  period  imme¬ 
diately  succeeding  the  month  in  which 
the  crude  oil  is  produced  and  sold,  except 
where  such  recertification  is  required  or 
permitted  by  FEA  order,  interpretation, 
or  niling. 

***** 

“Old  crude  oil’’  means:  (1)  prior  to 
February  1,  1976,  the  total  number  of 
barrels  of  crude  oil  produced  and  sold 
from  a  property  in  a  specific  month,  less 
the  total  number  of  barrels  of  new  crude 
oil  for  that  property  in  that  month,  and 
less  the  total  number  of  barrels  of  re¬ 
leased  crude  oil  for  that  property  in  that 
month; 

(2)  Mective  February  1, 1976,  the  total 
number  of  barrels  of  crude  oil  produced 
and  sold  from  a  property  in  a  specific 
month,  less  the  total  number  of  barrels 
of  new  crude  oil  for  that  property  in  that 
month. 

•  •  •  •  • 

“Property”  means  the  right  to  produce 
domestic  crude  oil  from  a  reservoir, 
which  arises  from  a  lease  or  from  a  fee 
interest. 

***** 
“Released  crude  oil”  means  that  part 
of  the  base  production  cwitrol  level  crude 
oil  for  a  property  in  a  particxilar  month 
prior  to  February  1,  1976,  which  is  equal 
to  the  total  number  of  barrels  of  new 
crude  oil  produced  smd  sold  from  that 
property  in  a  specific  month.  The 
amount  of  released  crude  oil  for  a  prop¬ 
erty  in  a  particular  month  shall  not  ex¬ 
ceed  the  amount  of  the  base  production 
control  level  crude  oil  for  that  property 
in  that  month,  and  shall  not  include  any 
number  of  barrels  not  certified  as  such 
pursuant  to  the  provisions  of  $  212.131 

(a)(1)  within  the  consecutive  two- 
month  period  Immediately  succeeding 
the  month  in  which  the  crude  oil  is  pro¬ 
duced  and  sold,  except  where  such  recer¬ 
tification  is  requirM  or  permitted  by 
PEA  order.  Interpretation,  or  ruling. 

•  •  •  •  • 

6.  Section  212.73  is  revised  to  read  as 
follows: 

§  212.73  Ldwer  tier  ceiling  price  rule. 

(a)  Rule.  Except  as  provided  in  §  212.- 
74  with  respect  to  new  crude  oil  and 
stripper  well  lease  crude  oil,  no  producer 
may  charge  a  price  higher  than  the  lower 
tier  ceiling  price  for  the  first  sale  of 
domestic  crude  oiL 

(b)  Lower  tier  ceiling  price  determi¬ 
nation.  The  lower  tier  ceiling  price  for  a 
particular  grade  of  domestic  crude  oil 
in  a  particular  field  is  the  sum  of  (1) 
the  highest  posted  price  at  6  a.m.,  local 
time.  May  15,  1973,  for  that  grade  of 
crude  oil  at  that  fi^d,  or  if  there  are  no 
posted  prices  in  that  field,  the  related 
price  for  that  grade  of  domestic  crude 
oil  which  is  most  similar  in  kind  and 


quality  at  the  nearest  field  for  which 
prices  are  posted;  and  (2)  a  maximum 
of  $1.35  per  barrel. 

7.  Section  212.74  is  revised  to  read  as 
follows: 

§  212.74  Upper  tier  ceiling  price  rule. 

(a)  Rule.  Notwithstanding  the  provi¬ 
sions  of  S  212.73(a),  a  producer  of  crude 
oil  may  charge,  in  any  month,  a  price 
not  to  exceed  the  upper  tier  celling  price, 
in  first  sales  of  new  crude  oil  or  crude 
oil  produced  and  sold  from  a  stripper 
well  lease  in  that  month. 

(b)  Upper  tier  ceiling  price  determi¬ 
nation.  The  upper  tier  ceiling  price  for 
a  particular  gr^e  of  domestic  crude  oil 
for  a  particular  property  is: 

(1)  With  respect  to  properties  from 
which  that  particular  grade  of  crude  oil 
was  produced  and  sold  during  September 
1975  without  respect  to  the  celling  price 
then  in  effect,  the  highest  price  actually 
received  in  at  least  25  percent  of  all  first 
sales  of  that  particular  grade  of  crude 
oil  in  September  1975  from  that  particu¬ 
lar  property,  less  $1.18  per  barrd;  . 

(2)  With  respect  to  properties  in  pro¬ 
duction  on  May  15,  1973  in  which  that 
particular  grade  of  crude  oil  was  not 
produced  and  sold  in  September  1975 
without  respect  to  the  ceiling  price  then 
in  effect,  the  lower  tier  ceiling  price  for 
that  particular  grade  of  crude  oil  in  that 
particular  field,  plus  a  maximum  of  $6.03 
per  barrel; 

(3)  With  respect  to  properties  not  in 
production  on  May  15, 1973  in  which  that 
particular  grade  of  crude  oil  was  not 
produced  and  sold  in  September  1975, 
$11.28  per  barrel  with  adjustments  up¬ 
ward  or  downward  to  refiect  the  extent 
to  which  the  particular  gi^e  crude  oil 
differs  from  1.7  per  cent  sulfur  and  34“ 
API  gravity,  such  adjustments  to  be 
specified  by  FEA  order  or  regulaticHi. 

(c)  Stripper  weU  leases.  (1)  For  pur¬ 
poses  of  this  section,  “stripper  w^ 
lease”  means  a  property  whose  average 
daily  production  of  crude  oil  (excluding 
condensate  recovered  in  iK>n-associated 
productiMi)  per  well  did  not  exceed  10 
barrels  per  day  during  any  preceding 
calendar  yefu:  beginning  December  31, 
1972.  “Average  daily  production”  means 
the  qualified  maximum  total  production 
of  crude  oil  (excluding  condensate  re¬ 
covered  in  non-associated  production) 
produced  from  a  property,  divided  by  a 
number  equal  to  tiie  number  of  days 
in  the  year  times  the  niunber  of  wells 
that  produced  crude  oil  (excluding  con¬ 
densate  recovered  in  non-associated  pro¬ 
duction)  from  that  property  in  that  year. 
To  qualify  as  maximum  total  produc¬ 
tion,  each  well  on  the  property  must 
have  been  maintained  at  the  maximum 
feasible  rate  of  production,  in  accord¬ 
ance  with  recognized  conservation  prac¬ 
tices,  and  not  significantly  curtailed  by 
reason  of  mechanical  failure  or  other 
disruption  in  production. 

(2)  Chnde  ofl  produced  from  a  stripper 
wen  lease  shaU  not  Include  any  num¬ 
ber  of  barrels  not  certified  as  such  pur¬ 
suant  to  the  provisimis  of  S  212.131(a)  (1) 
within  the  consecutive  two-month  pe¬ 
riod  Immediately  succeeding  the  mon^ 
in  which  the  crude  oil  is  produced  and 


sold,  except  where  such  recertification 
is  required  or  p>ermltted  by  FEA  order, 
interpretation,  or  ruling. 

(d)  Retroactive  increase  in  price.  No 
producer  may  charge  or  accept  a  retro¬ 
active  Increase  in  price  for  new  crude 
oil  or  crude  oil  production  from  strip¬ 
per  well  leases.  Retroactive  increase  in 
price  means  any  price  charged  or  offered 
after  the  close  of  the  calendar  month 
in  excess  of  the  highest  price  prevailing 
for  that  grade  of  crude  oil,  in  first 
sales  between  the  producer  and  the  pur¬ 
chaser  of  the  domestic  crude  oil,  during 
the  calendar  month  in  which  it  was 
produced  smd  sold. 

8.  Subpart  D  of  Part  212  is  amended 
by  adding  a  new  section  212.75  as  follows : 

§  212.75  Enhanced  recovery  projects  on 
unitized  properties. 

(a)  Rule.  In  determining  quantities  of 
lovrer  and  upper  tier  crude  oil  produced 
and  sold  from  a  unitized  property,  a 
producer  shall,  as  of  the  date  of  imple¬ 
mentation  of  at  least  25%  of  the  en¬ 
hanced  recovery  operations  on  the  unit¬ 
ized  property,  establish  a  unitized 
base  production  control  level  for  the 
unitized  property. 

(b)  Definitions.  For  purposes  of  this 
section — 

“Enhanced  recovery”  means  any  meth¬ 
od,  previously  approved  by  applicable 
state  r^ulatory  authority  (or  ^  PEA) , 
of  recovering  crude  oil  in  which  part 
of  the  energy  employed  to  move  the 
crude  oil  through  the  reservoir  Is  applied 
from  extraneous  sources  by  the  injec¬ 
tion  of  liquids  or  gases  into  toe  reservoir. 

“New  crude  oil"  means  toe  total  num¬ 
ber  of  barrels  of  crude  oil  produced  and 
sold  from  all  pr<H>erties  that  constitute 
the  unitized  property  in  a  specific 
month,  less  (1)  toe  unitized  base  pro¬ 
duction  control  level,  and  less  (2)  toe 
emrent  cumulative  deficiency  in  toe  unit¬ 
ized  base  production  cwitrol  level  crude 
oil. 

“Old  crude  oil”  means  toe  total  num¬ 
ber  of  barrels  of  crude  oU  produced  and 
sold  from  all  properties  that  constitute 
toe  xmitlzed  property  in  a  specific  month, 
less  toe  total  number  of  barrels  of  new 
crude  produced  and  sold  from  the 
imitized  pHoperty  in  that  month. 

“Unitized  base  production  control 
level  crude  oil”  means  toe  total  number 
of  barrels  of  old  crude  oil  produced  and 
sold  from  all  properties  that  constitute 
the  vmit.  during  toe  12  month  period 
immediately  preceding  implementation 
of  at  least  25%  of  the  enhanced  recovery 
operations  on  toe  unitized  property,  di¬ 
vided  by  12. 

“Unitized  property”  means  toe  right 
to  produce  crude  oil  from  a  reservoir  that 
arises  from  a  state  (or  FEA)  approved 
unitization  agreement. 

(c)  Stripper  well  leases.  A  producer  of 
crude  oil  from  a  xmitlzed  property  may 
sell  in  each  month  at  a  price  not  to  ex¬ 
ceed  toe  upper  tier  ceiling  price  rule,  toe 
nxnnber  of  barrels  of  crude  oil  that  is 
equal  to  toe  total  number  of  barrels  of 
crude  oil  produced  from  each  stripper 
w^  lease  as  defined  In  S  212.74  (toat 
qxmllfied  as  such  prior  to  becoming  part 
of  toe  unitized  property)  daring  the  12 
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month  period  immediately  preceding  the 
effective  date  of  unitization,  divided  by 
12. 

9.  Section  212.131  is  amended  by  revis¬ 
ing  paragraph  (a)  (1)  to  read  as  fc^ows: 

§  212.131  Certification  of  domestic  crude 
petroleum  sales. 

(a)(l>  Each  producer  of  domestic 
crude  oil  shall,  with  respect  to  a  first 
sale  of  domestic  crude  oil,  certify  In 
writing  to  the  purchaser:  (1)  the  lower 


tier  ceiling  price  of  that  domestic  old 
crude  oil,  (11)  the  amount  of  stiipper 
well  crude  oil,  (UD  the  amount  of  new 
crude  oil.  (tr)  the  amount  rdeased 
crude  <dl  (produced  and  stfid  prtmr  to 
February  1.  1976),  and  (y)  the  amount 
of  old  crude  oil.  provided,  that  the  cer~ 
tlflcati<m  requlr^oits  of  this  paragn^th 
(a)  (1)  may  be  complied  with  by  a  one¬ 
time  certification  by  a  producer  to  the 
purchaser  as  to  the  base  productimi  c(xi- 
titd  level  crude  oil  for  esM:h  month  of 


li575 

1972  for  the  particular  pn^erty  (prior 
to  Fdsruary  1,  1978)  or  as  to  the  base 
production  control  levd  crude  oil  for 
average  numthly  old  crude  oil  production 
and  sale  tor  1975  (effective  February  1. 
1976) .  Ihe  certificaticm  shall  also  ccmtain 
a  statonent  that  the  price  charged  for 
the  domestic  crude  oH  is  no  greater  than 
the  mATimiuw  price  permitted  pursuant 
to  fills  part. 

*  •  •  *  • 

[FR  Doc.7e-eae  Filed  l-7-76;8;46  am] 
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